Gr RERAL LISRAST, 
UNLV OF MICH. 


JUN 6& 1905 


PUBLICATIONS 


OF THE 


AMERICAN ECONOMIC ASSOCIATION 





THIRD SERIES. ISSUED QUARTERLY. 
VoL. VI, No. 2, Price, $4.00 PER YRar 





PAPERS AND PROCEEDINGS 


SEVENTEENTH ANNUAL MEETING 


PART II 


CHICAGO, ILL. 


DECEMBER 28-30 





MAY, 1905 





PUBLISHED FOR THE 
AMERICAN EcONOMIC ASSOCIATION 
BY THE MACMILLAN COMPANY 
NEW YORE 
LONDON : SWAN SONNENSCHEIN & CO. 





Entered as Second Class Matter at the New York, N. Y., Post Office, May 23, 1900 
PRICE, IN PAPER, $1.00 








AMERICAN ECONOMIC ASSOCIATION 


Organized at Saratoga, September 9, 1885. 





EX-PRESIDENTS 


> 
*FRancis A. WALKER, Henry C. ADAMS, 
Massachusetts Institute of Technology. University of Michigan. 
*CHARLES F. DUNBAR, ARTHUR T. HAapDLzEy, 
Harvard University. Yale University. 
Joun B. CLARE, RICHARD T. Exy, 
Columbia University. University of Wiscomsin. 
EpwIn R. A. SELIGMAN, 
Columbia University. 


OFFICERS FOR THE YEAR 1905 


President 
F. W. Taussic, 


Harvard University. 
Vice-Presidents 
HORACE WHITE, 
New York City. 
MARTIN A. KNAPP, 
Washington, D. C. 


CHARLES R. CRANE, 
Chicago, Ill. 


Secretary and Treasurer 


FRANK A. FETTER, 
Cornell University, Ithaca, N. Y. 
Publication Committee 
Jacos H. HoLLanpDER, Chairman, DAvip KINLEY, 
Johns Hopkins University, Baltimore, Md. University of Illinois 
A. W. Frox, WILLiaM A, Scort, 
McGill University. University of Wisconsin. 
Davip R,. DEWEy, HENRY R. SEAGER, 
Massachusetts Inst. of Technology. Columbia University. 


Executive Committee. 
Ex-Officio Members— | lected Members— 


WINTHROP M. DANIELS, 
Princeton University. 

HENRY B. GARDNER, 
Brown University. 


THE PRESIDENT 


THE SECRETARY-TREASURER | 


’ 
| 
THE CHAIRMAN PuBL. Com. | BALTHASAR H. MEVER, 


University of Wisconsin. 
Inquiries and other communications regardin preanert meetings, and th 
general affairs of the Asscciation should be add to Poe uveles> of the 
American Economic Association, Cornell Gateiovig ithece N.Y. 

Orders for blications should be addressed to The Macmillan Co., 6 Fifth 
Avenue, New York. 


* Deceased. 

















PUBLICATIONS 
OF THE 


AMERICAN Economic ASSOCIATION 





THIRD SERIES. ISSUED QUARTERLY. 
Vo. VI, No. 2. PRICE, $4.00 PER YEAR 





PAPERS AND PROCEEDINGS 


SEVENTEENTH ANNUAL MEETING 


PART II 


CHICAGO, ILL. 


DECEMBER 28-30 


MAY, 1905 


PUBLISHED FOR THE 
AMERICAN ECONOMIC ASSOCIATION 
BY THE MACMILLAN COMPANY 
NEW YORK 
LONDON : SWAN SONNENSCHEIN & CO. 








Copyright, 1905, by 
AMERICAN ECONOMIC ASSOCIATION 


PRESS OF 
ANDRUS & CHURCH 
ITHACA, N. ¥. 





CONTENTS 


PAPERS AND DISCUSSIONS : 
Governmental Interference with Industrial Combinations. 
Edward B. Whitney 
The Regulation of Railway Rates. Martin A. Knapp -_.___ 
Discussion on Corporations and Railways : 
Edward P. Ripley 
John H. Gray-_-___- 


W. Z. Ripley 
H. T. Newcomb 











Edward P. Ripley 
Edward B. Whitney 
Horace White 


Tendencies in Railway Taxation. Henry C. Adams________ 





Discussion : 
William W. Baldwin 
Preferential Trade between Britain and Canada. Adam Shortt 
Preferential Tariffs and Reciprocity. G. E. Foster 


Do Reciprocally Preferential Tariffs tend toward Free Trade ? 
Bie Ths BU in acca wisn: sdimntintsmiieidatnedwgil 


Discussion on Reciprocity and Preferential Tariffs : 





The Inclosure Movement in England. Edwin F. Gray 
An Economic History of the United States. Carroll D. 


Discussion on the Economic History of the United {States : 


John B. McMaster -_____ -__. 
Charles H. Hull 
Jacob H. Hollander 
Henry R. Seager 
Carroll D. Wright 
F. W. Taussig 





























PAPERS AND DISCUSSIONS 





GOVERNMENTAL INTERFERENCE WITH 
INDUSTRIAL COMBINATIONS 


EDWARD B. WHITNEY 


I shall not attempt to cover the whole trust question 
in twenty minutes. I shall assume that, whether for 
economic, political, social or moral reasons, you desire 
some higher power to interfere with the so-called indus- 





trial trusts,’ if effective interference be practicable with-— 
’ Pp 


out doing more harm than good ; and that you ask me only 
to express the views of a lawyer, from a legal stand- 
point, as to what remedies may be available to the 
Federal Government, which alone is strong enough to 
grapple with the situation. 

True, some lawyers and statesmen of the first rank 
still argue that all regulation should be left to the States. 
But they are generally elder men, whose views became 
fixed under conditions that are passed. No single state 
is strong enough now. The constitution does not allow 
any group of states to form an alliance among them- 
selves. It does not allow them to compete with each 
other ; and too of them many compete for corporation 
patronage. 

I shall assume that you wish me to confine myself 
to remedies which are direct in their operation. I shall 
say nothing about the tariff, or about special railroad 
privileges. You are the experts best qualified to tell 
whether the trusts that have built themselves up with 
the help of these advantages are now strong enough to 
stand without them. 


1 The word trust, in its modern and anomalous use, may be defined 
to mean a combination rich and powerful enough to affect any indus- 
try in which it is engaged, and therefore to constitute a political issue. 


231 
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I shall not discuss any proposition that requires an 
amendment of the Constitution of the United States. 
It is now more than a century since the Constitution 
has been amended by any method that can be repeated 
in the future. I doubt if there will be another amend- 
ment until there is another Constitutional Convention. 
Certainly there will be none until so far in the future 
that everything said here to-day will then be obsolete. 
Until then, the federal power of regulation will apply 
only to the realm of commerce with foreign nations, 
among the several states and with the Indian tribes. 
Until then, if an industrial stays at home and sells its 
goods there, Congress cannot reach it. 

Some industrials however, like the United States 
Steel Corporation, engage directly in the transportation 
of commodities between the states. Others, like those 
in the anthracite coal region, are owned and operated 
by interstate railroad companies. All probably desire 
to take part in interstate commerce, in order to sell and 
ship their goods across state lines. There, if anywhere, 
is their vulnerable point. 

I suppose it to be the orthodox view that the indus- 
trial trust is a product entirely of natural conditions. 
From this the orthodox deduction is that the trust could 
not have been prevented and cannot be destroyed. Let 
us see just how far this is true. 

The industrial trust of the present day is a corporation, 
or a combination of corporations." It could not have 
arisen in its present form under the common law, be- 
cause the common law did not authorize individuals 
to incorporate themselves. That it might have arisen 
in some other force we may guess if we so please, but 
no experience authorizes us to say so. Probabilities are 


* If there are any genuine exceptions they are negligible. 
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to the contrary. Human nature puts obstacles in the 
way of joining so large a number of people in a com- 
mon enterprise, and keeping them voluntarily together. 
Fuggers and Rothschilds occasionally appear; but only 
in rare instances would a body of men remain amicable 
enough, as well as rich enough and wise enough and 
fortunate enough to wield such great power for a long 
period without some such artificial tie as a corporation 
charter. 

And even under the earlier and simpler form of cor- 
poration, which could not merge with another company 
or swallow it up, experience seems to have shown 
that human nature afforded obstacles to the rapid and 
complete development of the modern trust. As a gen- 
eral rule, until a time within the memory of men now 
in middle life, two corporations could not merge or 
consolidate. In New York, for instance, the first 
authority to merge manufacturing companies was in 
1867. It was confined to those engaged strictly in the 
same industry. It was not broadened until 1892. The 
first similar authority as to railroads was in 1869 and 
confined to continuous lines. Lines merely connected 
were not authorized to consolidate until 1881, and then 
only if not parallel or competing. 

Until the same period, as an almost universal rule, 
one industrial corporation could not hold the stock of 
another for control.? In New York, for instance, the 
first act enabling one industrial to purchase and hold 

' Morawetz on Corporations, 3940; Sugar Trust Case, 121 N. Y. Re- 
ports, 582. 


? Morawetz, 3 431; Elkins v. Camden & Atlantic R. R., 36 New Jer- 
sey Equity Reports. 5 ; De la Vergne v. German Savings Inst., 175 U. 
8. Reports, 40, 54-58. The Georgia Constitution of 1877 forbids this 
in a clause drawn up by Robert Toombs. Trust Co. v. State. 109 


Georgia Reports, 736. 
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stock of another was passed in 1853, permitting a manu- 
facturing company to purchase mining stock in certain 
cases. The principle was extended, but in a very re- 
stricted form, in 1866 and 1876. It did not become 
general, or permit the buying stock of a competitor, for 
sixteen years later still. In New Jersey the movement 
began in a very small way in 1883. The present 
statutes, which permit any company to purchase stock 
of a rival for control, are more recent even than the 
Sherman Anti-Trust Law. They were in all probablity 
adopted, although the legislatures did not know it, for 
the very purpose of circumventing that law. They 
date in New York from 1892. In New Jersey their 
development was from 1888 to 1893. Before that the 
holding corporation, now so familiar, was a rarity.’ 

Thus all the trusts are in part a product of artificial 
conditions produced by human legislation, while some 
of the most dangerous, or at least the most unpopular, 
among them are a product of legislation obtained by their 
own lawyers and legislative agents, put quietly through 
under the cover of the anti-trust agitation, while the pub- 
lic, led by the newspapers, were looking somewhere else. 
None of the trusts are Federal in origin. Each derives 
its claims to power from the statutes of some particular 
state. By what right, then, can the Federal Govern- 
ment touch them? To answer this question it is neces- 
sary for us to recall to mind a few of the elementary 
principles of corporation law. 

Proper understanding of this matter has been ob- 
scured by the prevalence of certain notions that seem 
to me to be fallacies originating, like many other fal- 


1 There are some under special charters, such as the Pennsylvania 
and the Southern Pacific. 
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lacies, out of the substitution of names for things.’ 


It is common and in a sense proper to say that a corpor- 
ation isa person. Really, as our courts recognize, it is 
a number of persons who have received from Congress, 
or from some other legislative body, a license to act 
together in a certain way. It is common and ina sense 
proper to say that a share of stock in a business corpor- 
ation is a piece of property. Really, it is the evidence 
of membership in a common enterprise. When an ordi- 
nary partnership incorporates itself, the world’s valuation 
is nominally increased by the amount of the capital stock. 
Really there is no more property in the world than 
there .was before. 

Each state, when issuing such a license, may accom- 
pany it with whatever conditions it may think best. 
The corporate powers may be limited. The number of 
members may be limited. The proportionate share 
which any one member is permitted to hold may be 
limited. His proportionate vote may be made less than 
his proportionate share. Membership may be restricted 
to citizens. Membership may be denied to foreign cor- 
porations, or to all corporations. Conversely, the right 
to hold membership in other corporations may be de- 
nied. All of these things follow from the fact that the 
whole jurisdiction is exclusively in the incorporating 
state, which may deny the privilege altogether. Res- 
triction upon the amount of capital stock was in early 
days almost universal, and there were well known in- 
stances of a recognition of the right to restrict member- 
ship.’ 

1 See authorities collected by the writer in an article on the ‘‘ North- 
ern Securities Company ”’ in the Yale Law Journal for June, 1902. 


* The United States Bank charters of 1791 and 1816 each restricted 
the amount to which a single member could subscribe. The former 
allowed membership to ‘‘ any person, co partnership or body politic ;”’ 
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Furthermore, these licenses given by a state are self- 
operative only within its borders. It is common to is- 
sue a charter authorizing the persons chartered to do 
business in other states, and as a general rule they are 
permitted by those other states to do so; but this per- 
mission is not universal and it may be withheld. Fora 
New Jersey corporation to do business in Illinois re- 
quires the joint permission of New Jersey and Illinois, 
just as, when the United States sends a consul to a for- 
eign country, he cannot act until to the commission 
which he brings with him he has added the exequatur 
which evidences the assent of the country to which he 
is accredited. With the single exception that I shall 
mention in a moment, each state can exclude from doing 
business within its borders all corporations but those 
which it has chartered, unless in some special case it 
may have bound itself by implacable contract not to 
exercise the right. It may therefore impose upon the 


admission of foreign corporations such conditions as it 
pleases ;' and it may deny admission to all companies so 
constituted or controlled as not to comport with its own 
public policy. 

Our industrial trusts have all been organized, so far 
as I am aware, under statutes which reserve to the legis- 
lature the right to amend, alter or repeal.’ It is a right 


the latter to ‘‘ individuals, companies or corporations.’’ Both restricted 
the voting power of shares held in large blocks, a practice then com- 
mon and analagous to that by which some recent charters, following 
English precedents, classify their stock, giving part much greater 
voting power than the rest. 

1 Morawetz 3971. A striking illustration is Doyle v. Continental 
Ins. Co., 94 U. S. Reports, 535. This principle has been applied to the 
case of anti-trust laws in Waters-Pierce Oil Co. v. Texas, 177 id., 28. 

* For instances of its exercise, see Pearsall v. Great Northern Ry. 
Co., 161 #d., 646; McKee v, Maynard, 179 id., 46; People v. O’Brien, 
111 N. Y. Reports, 1. 
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which belongs only to the state by which the license 
was issued ; but the state in which the corporation does 
business can likewise revoke its permission to remain, 
or impose any conditions thereupon. It is at most re- 
quisite that sufficient time be given for the corporation 
to wind up its affairs without calamity. 

The single exception to which I have referred is that 
of commerce with foreign nations, among the several 
states, or with the Indian tribes. Congress has the 
power of regulation here—a power which knows no 
limits except those which are put upon it by the 
Federal Constitution.’ Congress itself may grant a 
charter of incorporation to persons engaging in such 
commerce. A state cannot exclude therefrom any 
corporation which Congress permits to engage in it.’ 
Congress has always given tacit permission to corpora- 
tions of the various states to engage in such commerce, 
but I think that if it shall change this policy and im- 
pose conditions upon the participation by a state 
corporation in interstate commerce, precisely as the 
states impose conditions upon the participation of a 
foreign corporation in their own internal commerce, the 
courts will sustain it. It may indeed have already 
bound itself to some particular company in such a way 
that the permission cannot be revoked without paying 
the company its present value; but I do not know that 
any of the industrial corporations hold such a privilege, 
and Congress would not be obliged to continue uncon- 
ditionally any merely tacit permission.‘ 

! Lottery case, 188 U. S. Reports, 321. 

2 Luxton v. North River Bridge Co., 153 id., 525. 

* Pensacola Telegraph Co. v. Western Union Telegraph Co., 96, id. 1. 


* Conn. Mutual Life Ins. Co. v. Spratley, 172., 7d., 602. Of course, 
as long as interstate commerce remains in the hands of state corpora- 
tions they must obey the laws of their creator as well as those of Con- 
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The application of these principles is manifest. 
Congress in the first place can exclude from interstate 
commerce altogether that form of trust which is known 
as the holding company. In enacting a new Interstate 
Commerce Corporation Law, and excluding all com- 
panies which do not conform to the requirements of 
that law, it may require that no company shall partici- 
pate, any one of whose members holds or controls, di- 
rectly or indirectly, more than so much in par value, 
or so much in proportion, of its capital stock. In the 
next place it may destroy, in their present form, 
such agglomerations as the United States Steel Cor- 
poration, or the members of the so-called Anthracite 
Coal Trust. It may doso by declaring that no com- 
pany engaged in interstate transportation can engage 
or be interested in any productive industry, either 
directly or indirectly, by lease, stock ownership, bond 
ownership or otherwise. If it be true that the result of 
permitting the same corporation to control the mine 
and the railroad—a permission which our ancestors 
would not have given—is that it is enabled to, and 
does, so juggle its accounts as to deceive both the wage 
earner and the consumer, there is here a plain remedy. 
It may be said that some way would be found to evade 
any such law as either of those I have suggested. Toa 
certain extent this is true. But there would be grave, 
practical difficulties in the way of an evasion on a large 
scale. If it had not been for the practical difficulties in 


gress. Louisville & Nashville R. R. v. Kentucky, 161 id., 677, 7o1. 
A passage in the opinion in this case (p. 702) has since been quoted by 
one of the judges as confirming a supposed theory that the instru- 
mentalities of interstate commerce, as distinguished from interstate 
commerce itself, are under supreme control of the States (193 id., at 
p. 383) ; but the writer of the opinion thus quoted did not concur in 
the interpretation, nor did the theory receive assent from a majority 
of the court. 
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the way of establishing a monopoly without an effective 
bond to hold a majority together, and hold a minority 
down, these combinations would never have advanced 
from the shape of the gentleman’s agreement to that of 
the holding company. And in remembering the eva- 
sions of the past, we must remember also that in the 
past we have kindly provided new laws for the purpose 
of enabling promoters to evade the old ones. 

Dealing with the more simple forms of the industrial 
corporation, whose only interstate commerce is the ship- 
ment of its own goods across state lines by the agency of 
common carriers, would be less easy. Still, Congress 
can regulate it by imposing conditions up to just short 
of where the company would prefer to retire from inter- 
state commerce altogether, each of its factories selling 
only to jobbers at its own doors. The device of a sell- 
ing company attached to every industrial, controlled by 
it through stock ownership, and doing its interstate 
commerce business, would prove insufficient. A con- 
venient method of regulation would be through the is- 
suance of a license, as recommended by Commissioner 
Garfield since this paper was prepared. 

Of conditions which Congress might impose upon such 
a license, the first which naturally comes to mind is pub- 
licity. Most of the earlier companies, at the time when 
judicial precedents were being established, were compara- 
tively small concerns, like the contemporary partnerships 
with whom they were competing. To prevent their be- 
ing too much at a disadvantage in the competition, a 
strong tendency developed to preserve the secrecy of their 
books even from the stockholders. The latter were re- 
garded as sufficiently protected by their ability to put 
in a new board of directors once a year. Diversity of 
interest between the directors and the stockholders was 
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not the rule, but the exception. The injury that the lat- 
ter feared was from the outside, not the inside. But in 
the large industrials, with their multitudes of ignorant 
stockholders, and with boards whose directors may be 
partly dummies, partly men whose interests are more 
identified with other and possibly rival enterprises, con- 
ditions are altogether different. Control of a company 
may be more attractive than ownership of its stock. 
Secrecy may enable the insiders to speculate in the 
stock upon the market, and play upon the ignorance, 
the hopes, and the fears of those whom they are sup- 
posed to protect. I believe it to be true that the trusts 
would have been far from reaching their present power 
if by this precise method certain men, whose talents 
would not have overtopped their rivals if they had not 
been accompanied by “a certain fortunate balance be- 
tween unscrupulousness and respectability”, had not 
been able to reach a degree of power that sufficed for 
the performance of feats hitherto impossible in finance. 

A generation ago, the remedy of publicity would 
have been decidedly effective in checking the over-de- 
velopment of the trust. Whether or not it is now too 
late I do not venture to say; but the demand for publi- 
city is now becoming general, and I see no reason why 
it should not be fully granted under proper regulations, 
as to every corporation great enough to constitute a 
political issue. It is indeed true that, if all the stock- 
holders of a great corporation know what is going on, 
everybody else will know it too. I do not see why we 
should be afraid of that result. If such a corporation 
cannot be successful under conditions of publicity, 
then let it dissolve into smaller bodies. Indeed, the 
small stockholders of so great a corporation can be 
protected, and the necessary examination can reason- 
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ably be made, only through a public agency. There 
must be money behind the examiner, and this the public 
can well afford to spend, while there is a limit to the 
number of hours during which the company can spare 
the use of its books. By publicity I do not mean the 
kind intended by the law establishing the Bureau of 
Corporations at Washington. It may be more dangerous 
to the public to have the secrets of great corporations 
shared between their directors and a dominant political 
organization, than to have them confined to the di- 
rectors alone. 

Another possible condition would be, by reviving a 
former custom, to restrict the amount of capital stock 
of any such company, either directly or by imposing a 
graduated license fee, intended to be prohibitory after a 
corporation should exceed a certain size. Graduated 
taxation is allowable to the states, except those whose 
own fundamental law prohibits it.’ It is allowable also 
to Congress, except where it comes in conflict with the 
peculiar provisions of the Federal constitution as to a 
direct tax. But the distinctions which have been 
drawn between the property and license taxes,’ between 
direct and indirect taxation,* have left the whole matter 
in such obscurity that a graduated license fee intended 
to reach the surplus as well as the nominal capital, as 
by assessing the stock at its actual value, would doubt- 
less be hotly contested upon constitutional grounds. 

1 Kochersperger v. Drake, 167 Illinois Reports, 122; Magoun z IIli- 
nois Bank, 170 U. S. Reports, 283. 

? Knowlton v. Moore, 178 id., 41. 


5-See for instance People v. Home Insurance Co., 92 N. Y. Reports, 
328 ; 134 U. S. Reports, 594. 

*See for instance the Income Tax cases, 157 7d@., 429, and 158 #d., 
6o1, and cases therein cited ; also Knowlton v. Moore, supra, and 
cases therein cited. 
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If the surplus could not thus be reached, a graduated 
license tax would not accomplish its main purpose. It 
would merely readjust the relation between par and 
market value of the stock. Difficulties of this kind 
complicate the plan of taxing the present trusts out of 
existence like the old state bank notes. 

Irrespective of its ability to impose its own con- 
ditions upon the privilege of engaging in interstate 
commerce, it is altogether probable, although not un- 
disputed that Congress can supplement any state anti- 
trust legislation by excluding from interstate commerce 
any article made in violation thereof.’ 

Time does not permit discussion of other possible re- 
strictions but requires me to turn away from the things 
which Congress can do negatively, in order to saya 
word about what it can do affirmatively. The latter is 
a subject which has been recently, perhaps, more dis- 
cussed by others. The most popular panacea has of late 
been a National Incorporation Law. Constitutional 
objections it is proposed to evade in two ways.* The 
first way is by forming corporations in the territories 
and in the District of Columbia, ostensibly under the 
power to make necessary rules and regulations respect- 
ing those portions of the country,’ but really with in- 
tent that they should travel away, just as if they had been 
born in New Jersey, Delaware or West Virginia, and 
settle down upon the several states. It is admitted that 
they would have no better standing there in point of law 
than if they had really came from New Jersey, Delaware 
or West Virginia, but it is hoped that they would receive 

1 Analogously to the Federal game law of 1900. 


? See the able paper on a National Incorporation law by Prof. H. J. 
Wilgus, in the Michigan Law Review for February, 1904. 


* Constitution, Art. IV, 2 3. 
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at least the same toleration. It is also hoped that they 
would be so much more honest and respectable, so much 
better regulated and inspected, than the present trusts, 
that in time they would supplant them. The second 
plan is that Congress, under its power to regulate inter- 
state commerce should permit the incorporation of 
jobbing companies with incidental power to grow, 
mine or manufacture the articles in which they deal, 
the assumption being that the whole domain of produc- 
tion can be brought under Congressional auspices as 
incidental to the business of jobbing, just as railroads 
incorporated by Congress for interstate commerce are 
allowed incidentally to carry freight and passengers 
from one point to another in the same state. The sup- 
porters of this plan admit that its advisability is subject 
to criticism, as its success would so much increase 
the already rapid rate of centralization at Washington, 
and so much further burden our already over-burdened 
governmental system. I think that the criticism is ser- 
ious, and I think that the constitutional difficulty is 
serious also. The spawning of corporations for export 
is not a necessary or even a natural incident to the reg- 
ulation of the District of Columbia. The productive in- 
dustries of the United States are not in a very natural 
sense incidental to the jobbing business. Sustaining this 
plan would put a good deal of responsibility upon the 
Supreme Court. I am not sure that the court would 
accept the responsibility. 

I have not discussed the present Sherman Anti-Trust 
Law because the construction of a particular statute is not 
very important except to the parties concerned and 
their attorneys. If this statute is not sufficient, a better 
one can be enacted. The main difficulties in its con- 
struction have been difficulties necessarily inherent in 
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our Federal system. It is very hard to draw the line 
between that commerce which Congress may control 
and that commerce which it may not control, and to 
which therefore the Federal statute must be held not to 
apply.' The enforcement of the statute has been slow, 
and we do not yet know how far it would go toward the 
accomplishment of its purposes if its possibilites were 
fully developed by plaintiffs who are not restrained by 
any fear of running a-muck ; but the somewhat preva- 
lent notion that there has been culpable inefficiency on 
the part of the Attorney-General is entirely unfounded, 
at least as to the earlier half of its history. The 
lower Federal Courts were at first strongly opposed 
to it; the judicial decisions establishing its partial con- 
stitutionality and its main principles of construction 
were not and could not have been obtained for many 
years after its passage ;? and Congress made no appro- 
priation for its enforcement until February, 1903. The 
preliminary investigations necessary to its general en- 
forcement against industrial combinations are expensive 
as well as difficult ; and the fact that there have been 
so few private actions for damages under the act shows 

‘Compare United States v, Addyston Pipe Co., 85 Federal Reporter, 
271 ; affirmed 175 U. S. Reports, 211 ; and Montague & Co., v. Lowry, 
193 #d., 38, with Hopkins v. United States, 171 id., 578; Anderson uv 


United States, 171, id., 604 ; and Whitwell v. Continental Tobacco Co., 
125 Federal Reporter, 454. 


* The decisive case (United States v. Trans-Missouri Freight Asso., 
166 U. S. Reports, 290) was argued in 1896, and decided by the cast- 
ing vote of Justice Pecknam, who had taken his seat during that year 
as successor to Justice Jackson, a strong opponent of the liberal con- 
struction of the law. (See /# re. Greene, 52 Federal Reporter, 104.) 
Congress failed to provide means for its efficient enforcement, as twice 
requested by Attorney-General Harmon in that year. Evidence 
against an industrial combination was not obtainable until about that 
time, when a discharged stenographer revealed to a district attorney 
the secrets of the Addyston Pipe case. 
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the difficulty of proving its breach, since private indi- 
viduals as well as the Federal Government may take 
part in its enforcement. 

The construction of this statute has tended, so far 
as it has gone, to follow the literal meaning of its words. 
The first serious question—apart from that of its applica- 
bility to railroad companies, which is not relevant to 
the present discussion—was whether the judges were 
intended to have a dispensing power by which they 
could permit the existence of contracts or combinations 
in restraint of trade, provided the restraint appeared to 
them to be no more than reasonable. In the first test 
case' a majority of the judges stood to the language of 
the law,’ and held that there was no such dispensing 
power. One of that majority has since changed his 
mind,’ and this has led many to believe that the decision 
will be reversed when the question is again presented 
to the court. As I read their language, however, the 
judges are committed, and by a majority stronger than 
before to the original ruling.* It seems to me also that 
the ruling was wise. It indeed sounds well to say that 
restraints of trade should be permitted whenever they 
are reasonable. Everybody would agree to that, asa 

* Trans-Missouri case, supra. 

? There is asomewhat prevalent notion that the words ‘“‘ restraint of 
trade’? meant ‘‘unreasonable restraint of trade’’ at common law, 
but an examination of all the authorities by the writer as counsel in 


the Addyston case showed that the notion is erroneous. ‘‘ Restraint 
of trade ’’ might be reasonable and lawful or unreasonable and un- 
lawful. 

* Northern Securities Company v. United States, 193 U.S. Reports, 
at pp. 360-361. 

* Four justices in the case last cited restated the rule at p. 391. Of 
the remaining four, one had actually written the opinion in which it 
was first laid down, another had concurred in that opinion. All four 
concurred in reaffirming the previous decision. (Compare pp. 386, 
495.) 
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theoretical proposition. The concrete case presented, 
however, is not whether a particular scheme is reason- 
able, but whether A or B thinks that itis. If A thinks 
one way and B another, A being a Commissioner of 
Corporations and B an over-worked judge, who -has 
heard counsel on each side for an hour apiece, which 
shall rule? Oris it better to decide what kind of 
schemes are safe to allow as a general rule, and prohibit 
all others, leaving to nobody a jurisdiction to permit 
exceptions where he thinks they would be reasonable ? 
The reasonableness, of a gigantic industrial combina- 
tion, like the reasonableness of a railroad rate, is a very 
difficult and complicated question of fact. The argu- 
ments pro and con, as upon the analogous question 
whether a new legislative restriction upon the rights of 
property or of contract is sufficiently reasonable to be 
considered due process of law within the meaning of the 
Bill of Rights, are not peculiarly adapted to judicial 
consideration, but are rather economic and political in 
character. In difficult cases their solution requires an 
amount of expert knowledge which judges ordinarily 
cannot be expected to have before the argument,—for 
while they are wise, they are not omniscient,—and 
which the overburdened Federal calendars do not per- 
mit them to acquire between the argument and the de- 
cision. If.the present provision concerning restraints 
of trade be amended in the future, I think that it will 
be wise to confine the amendment to a greater certainty 
of definition and otherwise leave it as it has been left by 
the court. 

If anywhere, I think that such a dispensing power 
should be placed in some quasi-judicial body of experts, 
carefully selected and not discredited or disheartened by 
knowing that their rulings are to be reviewed by other 
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men of no greater natural ability, of less special qualifi- 
cations, and who can pay less attention to the case in 
hand. The Interstate Commerce Commission is often 
cited as an example of the failure of such a body to do 
good work. It is supposed to have failed because it has 
been so often reversed by the courts. But the Interstate 
Commerce Law, as the courts have construed it, allows 
new evidence to be introduced before them after the 
Commission has made its decision, while the court decides 
on the record before it without the special knowledge 
otherwise derived, which the Commission is expected to 
use. Thus the court has more material before it of one 
kind, and less of another. If review is allowed at all, 
the record should remain the same. The argument also 
involves a pettitio princtpit in assuming that the court’s 
decision is the right one. When the facts as usual are 
complicated and difficult, the Supreme Court acts on the 
assumption that not only the lower court judges, but 
also the railroad officials themselves, are better qualified 
to decide than are the Commissioners appointed by Con- 
gress for that purpose. When the Commission decides 
against the railroads and the judges below decide in 
their favor, the Supreme Court will not sustain the Com- 
mission unless “ convinced that the courts below erred.” 
In other words when the lower judges agree with the 
railroads the decision of the Commission must be estab- 
lished beyond reasonable doubt in order to stand, no 
matter how careful the opinion of the Commission or 
defective the opinions of the judges, or how inconsidera- 
ble are the standing of the judges in the estimate of the 
bar." 

The present prevailing notion that all acts of quasi- 

1 See for instance Interstate Commerce Commission v. Alabama Mid- 


land Railway Co., 6 Interstate Commerce Comm. Reports, 1 ; 69 
Federal Reporter, 227 ;. 74 id., 715 ; 168 U. S. Reports, 144. 
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judicial and even executive officers should be reviewed 
by the courts could be shown by many instances, I think, 
to be based on slight foundation. 

The other serious question presented under the Sher- 
man law—namely, whether its prohibition of combina- 
tions in restraint of trade “in the form of trusts or 
otherwise’? covered a combination in corporate form, 
chartered by one of the States of the Union—has been 
affirmatively decided by a majority vote of the Supreme 
Court affirming a unanimous decision of the four judges 
below.’ 

When I began, I said that I would say nothing about 
the economic and political aspects of governmental 
interference. Now I want to repent, and say a word on 
those also. The people who advocate such interference 
are accused by the orthodox of overlooking recent eco- 
nomic changes which are supposed to cut off forever the 
hope of a return to former competitive conditions. Per- 
haps there would be force in the reply that we may be 
now in a transition period, which in its own turn will 
come to an end within our generation or the next. It 
is not impossible, perhaps not improbable, that the Age 
of Invention will come to an end, because the things 
that are capable of invention by the human mind in its 
present stage of evolution will have been mostly in- 
vented ; and I refer not only to inventions in the Arts 
and Sciences, but also to discoveries as to organization 
and methods of corporate and other business. When 
the discoveries have been made it becomes compara- 
tively easy to conduct a similar business on the new 
lines, and many people can be found who are capable of 
so doing. Many men can carry ona great executive 

? Northern Securities case, 120 Federal Reporter, 720; 193 U.S Re- 
ports, 197. 
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department once established, and make minor improve- 
ments in the work, where only one could originally have 
organized it and set it going. And so to concede that 
an executive department could not have developed a 
great industry in the first place does not necessarily in- 
volve a concession that it could not carry on that in- 
dustry, upon lines developed by private enterprise, with 
no more than a negligible percentage of waste. By the 
middle of the Twentieth Century the world may have 
reached a condition comparatively static. If competitive 
conditions are then impossible, and state socialism seems 
the only alternative to a financial oligarchy, state 
socialism may appear to our children less impracticable 
and more tolerable than it does to us. From such an 
alternative in the future the advocates of governmental 
interference, without government ownership, are seeking 
an escape. Whether an escape by this road is possible 


or impossible cannot be learned from the one sure teacher 
—experience—until further legislation has been tried. 





THE REGULATION OF RAILWAY RATES 
MARTIN A, KNAPP 


The purpose of this paper is merely to outline, with- 
out elaboration, the questions involved and the principles 
to be applied in the regulation of railway rates by public 
authority. If any argument is needed in support of 
the right and the duty of Government control, it is 
found in an obvious and fundamental fact. Until 
modern discovery utilized steam as a motive power, the 
ordinary public road was the sole means of communica- 
tion by land, the only pathway of internal commerce. 
Before this new agency was brought into service, while 
the old highways were yet exclusively employed, the 
right to their common use was nowhere doubted or de- 
nied. In recent times certainly—and this is the point 
of importance—the established roads, the strips of land 
set apart as ways of passage, have everywhere been 
regarded as common property, and the right to their 
common use has been the recognized and equal possession 
of every person. 

But the transfer of land commerce to highways of 
steel, with the substitution of steam and electricity in 
the place of animal power, has not impaired the nature 
of this right or diminished in the least its inestimable 
value. On the contrary, there is no pursuit or employ- 
ment which is not now more dependent than ever be- 
fore upon the means provided for public transportation. 
The railroad has become the principal highway. For 
long distance movement, it has wholly supplanted the 
public road, yet it performs on a much greater scale the 
same governmental function and meets the same in- 
creasing and indispensable need. Hence, the railway 
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of to-day, this wonderful vehicle of modern commerce, 
has become the chief factor of industrial life, the sme 
qua non of its power and progress, the primary condition 
on which individual opportunity and welfare continually 
depend. The right to just and equal charges for rail- 
way service springs therefore from the nature and 
necessities of social order. The railroads are an agency 
of the state for discharging a public duty of the highest 
utility. The right to use their facilities, like the right 
to the common highway, is an inherent and inalienable 
right the very essence of which is equality. 

To secure the full enjoyment of this right, to enforce 
reasonableness and impartiality in the conduct and 
charges of railway carriers, is the distinct and beneficent 
aim of all regulating measures. The ideal condition 
obtains when the facilities of transfer are furnished on 
fair and actually equal terms, so that no advantage to 
one person over another, or to one community or com- 
modity over another, is gained or expected in the use or 
cost of the agencies of transportation. 

Now, whatever plan is adopted for accomplishing this 
purpose, it is evidently needful, as a practical measure, 
to provide at the outset a legal standard of compensation 
binding alike on those who furnish and those who em- 
ploy the instrumentalities of public carriage. In other 
words, there must be a fixed and common rate, made 
known by suitable publication, which constitutes while 
it remains in force the measure of lawful charges. In 
the nature of the case, as it seems. to me, this is neces- 
sarily the first step in the regulation of rates and charges. 

Starting then with the standard legally established, 
whether by the carriers themselves as is now the case, 
or by the exercise of public authority in the first in- 
stance, two difficulties at once arise. These difficulties 
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are quite distinct in nature and differ widely as to the 
appropriate means by which they may be overcome. 
One relates to the measures for securing conformity to 
the standard rate, the other to the methods by which 
the standard itself may be changed or its reasonableness 
tested. These are practically unlike purposes. To 
accomplish them both requires efficient but dissimilar 
action. It is one thing to prevent the wrong-doing 
effected by granting to favored persons some discount 
from established charges, no matter in what way the 
preference may be secured ; it is quite another thing to 
correct the wrong-doing which results from excessive or 
relatively unfair rates, though properly published and 
strictly enforced. This important distinction—between 
offenses like secret rebates and kindred practices on the 
one hand, and injustice resulting from the operation of 
the published rate itself on the other—is frequently 
overlooked. For this reason doubtless there is much 
misconception both as to the provisions of existing laws 
and as to the power of Congress to legislate upon the 
subject. 

The nature of the distinction here pointed out and 
the importance of its recognition are made apparent 
when once the practical aspects of the matter are clearly 
perceived. It must be evident upon reflection that the 
only effective mode of dealing with those discrimina- 
tions between individuals which are effected by rate 
cutting, rebates, underbilling and the like, 1s to place 
them in the category of criminal misdemeanors. No 
other direct and suitable remedy can be provided by 
legislative enactment. \ Any redress for injuries of this 
sort through civil actions for damages, which is the 
only alternative, is manifestly of insignificant value. It 
neither affords compensation to those who have suffered 
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nor does it operate with any force to prevent the recur- 
rence of such misconduct. ) For offenses of this class 
are not the mere disregard of contract obligations; they 
are infringements of the common right and violations 
of unquestioned public duty. But when transgressions 
of this kind are made amenable to the criminal law, 
when the statute has impressed them with this penal 
character, they must be dealt with in the same manner 
and by the same agencies as other punishable offenses. 
As respects their prevention or the methods by which 
those who commit them may be prosecuted, they differ 
in no material respect from other misdemeanors. The 
ordinary machinery of the criminal law must be em- 
ployed against those who transgress in this manner, 
and there is no other way by which penal provisions 
can be made effective. 

It is scarcely necessary to observe that an adminis- 
trative body, like the present Commission, is wholly 
without authority to prevent this species of discrimina- 
tion. True, such a tribunal may be charged “with the 
general duty of executing and enforcing the law; but 
it cannot be endowed with the power to punish delin- 
quents or to otherwise administer the criminal remedies 
provided, except as it may aid prosecuting officers in 
procuring evidence against suspected parties. (Plainly, 
if immunity is secured from these vicious practices it 
must be sought in the means devised for the enforce- 
ment of other criminal laws, and by the adoption of a 
legislative policy which shall remove or.minimize the 
inducement to criminal wrong-doing. 

It is worthy of remark in this connection that these 
are preventable evils.) They are the natural outgrowth 
of conditions and theories which have largely obtained 
in railway operations, but they are rapidly disappearing 
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and will soon, I am sure, become as rare and as rela- 
tively unimportant as highway robbery and other like 
offenses. Their existence, to the extent they may con- 
tinue, will not be a serious element of the railroad prob- 
lem, as their suppression is only an incidental feature 
of the task of regulation. 

If these views are correct, it becomes apparent that 
the principal and permanent office of regulation con- 
cerns itself not with secret or prohibited departures 
from the public standard, however established, but with 
the reasonableness and justice of the standard itself and 
the means of bringing about its alteration whenever 
found excessive or inequitable. When the effort at 
government control was first undertaken, there were 
as now tariffs in general use which furnished, nominally 
at least, the basis for computing the carrier’s charges. 
These rates are fixed by the railroads themselves and 
represent their notions of proper or obtainable remuner- 
ation. (The great body of producers and consumers, 
whose ifiterests are so vitally affected by the cost of 
transportation, and who are so completely dependent 
upon this public service, have no voice in determining 
these charges and little power to prevent exactions or 
inequality except as they may command the interven- 
tion of public authority.) If the tariffs in current use 
are filed and published as the law now fequires, and as 
any useful and workable law must necessarily require, 
they furnish a standard of charges Arima facie lawful 
and binding both on the railroads and the public. So 
long as they are actually observed nobody presumably 
is injured and nobody atfault. Butifthose upon whom 
these rates are enforced complain that a given rate is 
too high or is relatively unjust, and that charge is 
denied by the carrier concerned, how is the controversy 
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to be decided? Are railway managers themselves to be 
the sole judges of the reasonableness of their own rates? 

Are they to be the final arbiters of the just relation of 
rates between different commodities and different com- 
munities? To investigate these tariffs, made as they 
are for the most part by the railroads themselves and in 
their own interest, to compel their correction when 
found to be oppressive or unfair, to determine in such 
cases what are just and reasonable rates for public 


carriage, is a governmental function of the highest 
utility. This is the central idea of regulatiou and the 
permanent field of its usefulness. Some authority there 
should be, superior to and independent of the carrying 


corporations, to examine their schedules, prevent unjust 
exactions, and equalize so far as may be the burdens of 
transportation. More and more, as population increases 
and industries multiply, will these burdens demand un- 
biased scrutiny and equitable readjustment. To give 
each community the rightful advantages of location, to 
keep different commodities on an equal footing, so that 
each shall circulate freely and in natural volume, to 
make the avenues of distribution and exchange equally 
available to all producers, so that none shall be over- 
weighted by discriminating rates or oppressive charges, 
to settle such controversies as may arise between the 
carriers and the public with due regard to the interests 
of both ; all this, as it seems to me, is comprehended in 
the needs and aims of public regulation. 

That legislation to this end is a valid and appropriate 
exercise of the constitutional power possessed by Con- 
gress has repeatedly been declared by the highest 
judicial authority. 

In the notable case of Ames v. Union Pacific Railway 
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Company, (64 Fed. Rep., 178) Mr. Justice Brewer uses 
the following language : 

“Within the term ‘regulation’ are embraced two 
ideas: One is the mere control of the operation of the 
roads, prescribing the rules for the management 
thereof—matters which affect the convenience of the 
publicin their use. Regulation, in this sense, may be 
considered as purely public in its character, and in no 
manner trespassing upon the rights of the owners of 
railroads. But within the scope of the word ‘ regula- 
tion’ as commonly nsed, is embraced the idea of fixing 
the compensation which the owners of railroad property 
shall receive for the use thereof.” 

Under this decision and others of equal significance, 
it may be regarded as definitely settled that, within 
limitations which preserve to the owners of railroad 
property the equal protection of the laws and prevent 
the taking of such property without due process of 
law, the power of Congress—either by direct action or 
through the medium of a commission—to prescribe 
from time to time the scale of charges for the carriage 
of interstate commerce is in every respect plenary and 
exclusive. The wise exercise of that power within 
those limitations, for the purpose of enforcing trans- 
portation rates which are reasonable and relatively just, 
is at once the most important and the most needful in 
the whole field of national legislation. 

Obviously, the investigation of published rates which 
are the subject of complaint and the alteration of the 
established standard, when that standard is found to be 
actually or relatively unjust, are matters unsuited to the 
application of penal statutes. The carrier which fixes 
in good faith and impartially applies a schedule of rates 
cannot be regarded as a criminal offender merely be- 
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cause that schedule is believed or afterwards found to 
be excessive in amount or prejudicial to one locality as 
compared with another. These are questions concern- 
ing which there may be and often isan honest difference 
of opinion, and until a new standard is in some way 
authoritatively fixed the collection of charges according 
to the old standard affords no ground upon which to 
base a criminal charge. The demands of justice in such 
cases would not be satisfied if criminal liability could 
be predicated upon the observance of a standard rate, 
although claimed to be unjust, before a new standard 
was in some way prescribed. In other words, there 
must be a proceeding in the nature of a judicial inquiry, 
or the alteration of the open tariff by voluntary action, 
or the exercise of public authority. 

Nor can the correction of excessive or preferential 
rates be secured through the ordinary courts. Not only 
are their methods and rules—however necessary to safe- 
guard the adjudication of private controversies—un- 
‘suited to the determination of public rights as affected 
by transportation charges, but the limitations upon their 
powers preclude them from granting the measure of 
relief which the nature of the case requires, and that is 
the substitution for future observance of a new standard 
of charges. If the rates in force are too high or rela- 
tively unjust, the only remedy of practical value is a 
reduced or readjusted schedule to be thereafter applied. 
But this involves the exercise of legislative authority 
which courts do not possess and with which, under our 
form of government, they apparently cannot be endowed. 
Any substantial and adequate relief from inequitable 
rates must therefore be afforded through the medium of 
an administrative tribunal. 
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Such a tribunal, exercising by delegation some meas- 
ure of the power vested in Congress, should have ample 
authority to determine in the first instance, and with 
at least the conclusiveness of a court of first instance, 
whether particular rates or practices, of which complaint 
is made and which are investigated upon notice and 
opportunity to be heard, are or are not in violation of 
the carrier’s obligation to charge only reasonable and 
non-preferential rates. When such a question has been 
thus tried before that tribunal, its decision should stand 
as a rule of conduct prescribed by public authority and 
be observed as the just and legal standard of charges, 
unless a review thereof by the courts shall disclose some 
error which warrants judicial interference. It is not 
proposed that this tribunal shall establish schedules by 
arbitrary methods or be clothed with power to fix rates 
by ex parte orders; but it is proposed, when a given 
rate is complained of on the ground that it is excessive 
or relatively unjust, and that complaint has been ex- 
amined upon due notice to the carrier and full oppor- | 
tunity to be heard, that the judgment of the tribunal 
in such case shall be binding upon all parties to the 
contention, unless judicial review finds cause for pre- 
venting its enforcement. The exercise of such authority 
when occasion requires is the only appropriate and ad- 
equate safeguard against unreasonable or discriminating 
charges. Not in the award of damages for past injuries 
but in the substitution of a new and juster standard of 
compensation will be found the sufficient and compre- 
hensive remedy for the wrong-doing occasioned by un- 
reasonable rates ; and nothing short of this answers the 
purposes or meets the needs of public regulation. Con- 
gress has not undertaken, probably will not undertake, 
to prescribe by specific enactment what rates shall be 
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charged by any road or on any article of traffic. As a 
practical matter, its power in this regard must be dele- 
gated to an official body which shall determine and pre- 
scribe the rates and rate relations to be put in place of 
those found to be unreasonably high or to operate with 
discriminating effect. To guard against the abuse of 
such authority the action of the regulating body should 
be subject to judicial control under conditions suited to 
the nature of the controversy and designed to secure its 
just and speedy determination. In my judgment these 
are the principles which should govern the development 
of any suitable and sufficient scheme of railway regu- 
lation. If these principles are accepted their applica- 
tion becomes a matter of detail which the limits of this 
paper do not justify me in attempting to discuss. 

One inference from these views, however, may be 
properly suggested. The evils which have attended the 
growth and operation of our railway systems, and which 
have given rise to so much public indignation, have 
their origin and inducement for the most part in the 
competition of carriers which our legislative policy 
seeks to enforce. That this is a mistaken and .mis- 
chievous policy, I am fully pursuaded. So long as the 
competition between carriers remains unrestrained, just 
so long will it find expression, to an extent always 
serious and often alarming, in secret departures from 
the established standard and relative injustice in the 
standard itself. The power to compete is the power to 
discriminate, and it is simply out of the question to 
have at once the presence of competition and the absence 
of discrimination. To my mind the legislation which 
decrees that all rates shall be just and reasonable, and 
declares unlawful every discrimination between individ- 
uals or localities, is plainly inconsistent with competi- 
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tive charges. The facts of experience and familiar 
knowledge demonstrate the error and futility of regulat- 
ing laws which at once endeavor to make rate competi- 
tion compulsory and at the same time condemn as 
criminal misdemeanors the acts and inducements by 
which in other spheres of activity competition is mainly 
effected. For this reason I advocate the legal sanction 
of associated action by rival carriers in the performance 
of their public functions. This is the one sensible and 
practicable plan, adapted to existing conditions and 
suited to the requirements of a public service. Such a 
policy would promote and invite the conduct of railway 
transportation in the manner most beneficial to the 
people and the railroads alike. 

The true theory of public regulation, therefore, the 
theory which is best calculated to produce useful results, 
is to allow the railways to unite with each other in the 
discharge of their public duties, thereby making it feasi- 
ble and for their interest to conform in all cases to 
their published schedules, and to invest the regulating 
body with authority, after investigation of complaints 
upon due notice and hearing, to condem the rates found 
to be actually or relatively unreasonable and to pre- 
scribe, subject to judicial review, a substituted standard 
to be thereafter observed. If these views are correct 
and grounded in sound public policy, their speedy 
adoption will enlarge the benefits and promote the suc- 
cess of railway regulation. 





DISCUSSION 


ON PAPERS BY WHITNEY AND KNAPP ON CORPORA- 
TIONS AND RAILWAYS 


EDWARD P. RIPLEY: For nearly forty years I have 
had to do with the making of freight rates and the gen- 
eral relation of the public and the railroad. In this, as 
in all other details of trade and of transportation, there 
has been.a constant process of evolution which has 
been but little affected by attempts at legislative restric- 
tion or regulation. 

Prior to 1880 the railroad was generally regarded as 
a private institution, operated by its owners purely for 
private gain with but very ill defined duties toward the 
public. Rates had been originally fixed just low enough 
to take the business as against wagon transportation, 
but had declined rapidly from that point by reason of 
competition between carriers and because it had been 
discovered that, within certain limits, business could 
be stimulated and increased by reductions in rate. But 
there was natural hesitation about a wholesale reduc- 
tion of tariffs, and it was found safer and easier to allow 
the nominal tariff to stand, and to make special rates as 
needed by refunding a portion of the charges upon cer- 
tain shipments, and this was the origin of the so-called 
“rebate system”’. 

Much as this system has been denounced and many 
as were the abuses to which it lent itself, there were 
some things in its favor. A manufacturing establish- 
ment, for instance, located upon the line of one of our 
Western roads properly demanded a lower scale of rates 
than those published in the tariff,—yet such a scale 
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could not be afforded at the price of a general reduc- 
tion ; and there is no good commercial reason why such 
an institution employing say 500 to 1000 men, and cre- 
ating a center of population should pay upon its thou- 
sands of tons of coal, for instance, the same rate as the 
village blacksmith pays for his twenty or thirty tons. 

The “wholesale and retail” idea was generally 
claimed by shippers and admitted by the railroads—z.e., 
the equity and propriety of a lower rate to the larger 
shipper. It was not long, however, before railroad 
men began to see the fallacy of this notion, and to real- 
ize that so long as the large shipper obtained the lower 
rate there would be no small shipper; and so, gradu- 
ally, the general rule obtained that all those competing 
for the same business in the same territory were giveu 
substantially the same net rate. It would be too much 
to say that there were no exceptions to this, or that 
there were not some flagrant cases of discrimination,— 
but they were the exception and not the rule, and while 
a large portion of the rates charged were not the rates 
of the printed schedule there was but little real injus- 
tice done. 

But the few cases of wholly unjustifiable discrimina- 
tion which came to light, and the agitation of a few 
people, some with real and some with fancied griev- 
ances, resulted in the passage of the Interstate Com- 
merce Law, which became effective in 1887. The crud- 
ities and absurdities of this law have been often pointed 
out, and I shall here allude to them but briefly. 

Its great defect is in that it contradicts itself in at- 
tempting to enforce absolutely stable rates, alike to all, 
and at the same time fostering unrestrained and unreg- 
ulated competition,—two propositions entirely at vari- 
ance with each other and impossible to reconcile—and 
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to this fatal defect may be laid the entire failure of the 
law to accomplish the object sought. For, the large 
shipper still clung to the idea that as he could buy 
everything else on a lower basis than his small com- 
petitor so also should he buy transportation on a lower 
basis, and he had no respect for any law that sought to 
hinder him; and while railroad officers had long dis- 
carded this idea as a principle and had fully realized 
that the wholesale and retail idea as applied to trans- 
portation was applicable only to the distance hauled and 
not to the quantity, yet the tonnage of the big shipper 
was a powerful argument and, in due course of time, 
prevailed. Moreover, the tendency of the times was, 
and still is, toward concentration of the leading lines of 
business into few hands, thus putting the control of an 
enormous tonnage into the hands of a few men who 
were quite willing to violate the law, primarily, of 
course, for gain, but also because of utter disbelief in 
its equity or propriety. 

(Let me here interrupt myself to say something which 
may be of interest because so foreign to the general 
idea :) 

The Standard Oil Company, upon the passage of the 
Interstate Commerce Law, announced its intention to 
neither solicit nor accept any form of rebate or conces- 
sion, and from that day to this has paid the full 
published rates, dividing its business between the car- 
riers, in marked contrast to the other so-called trusts. 
I hold no brief for the Standard Oil Company ; it is said 
to have had its origin in illegitimate advantages in 
tates ;—but it is only fair to make this statement—a 
statement that will be confirmed by every railroad in 
the country. 
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Since the passage of the Interstate Commerce Law, 
and the almost co-incident consolidation and concentra- 
tion of tonnage, the rate discriminations have decreased 
largely in number; that is to say, the beneficiaries are 
fewer, but the real discrimination has been worse. 
Under the old system, rebates of ten per cent. might be 
paid to hundreds of shippers and they were practically 
all on the same basis; under the new state of things 
rebates of thirty, forty, or even fifty per cent. were 
allowed to the “ trust’, with the result that there were 
soon no other shippers. 

Let me hasten to say that I am not making a confes- 
sion. I do not mean that the law was technically vio- 
lated in all these cases; all sorts of devices served as 
evasions of the printed requirements of the law,—given 
a desire on the part of a large shipper to get concessions, 
and a desire on the part of the railroad to grant them— 
and it can be done in a thousand ways which it would 
be difficult if not impossible to detect. Of course the 
railroads do not want to disobey the law; neither do 
they want to pay back to the shipper any part of their 
earnings. If they doit, it is because they fear loss of 
tonnage in case of refusal. I am not excusing this, but 
there are roads which are, under existing conditions, 
forced to disobey the law or be forced to the wall,—and 
men are but mortal. 

The obviou; solution of the difficulty is to cease 
trying to make men honest by statute and to remove the 
restrictions which now prevent the railroads from pre- 
senting a solid and united front. We are now expressly 
forbidden to combine, while all the world may combine 
against us, and so our strength is measured by that of 
the weakest among us. 
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The Interstate Commerce Commission has for years 
been urging that it had not the necessary power to en- 
force the provisions of the law; that its decisions were 
either ignored, nullified or appealed from, resulting in 
little or no relief to complaining parties; that being by 
law empowered to hear and pass upon complaints of un- 
reasonable rates, it should be empowered not only to say 
what is unreasonable, but also to say what is reasonable 
and to have its decisions respected. On the other hand it 
is contended that the law never intended to confer the 
rate making power on the Commission and that its find- 
ings can only be properly enforced by proceedings in 
the regular courts. 

And now comes the president of the United States 
as more or less an ally of the Commission views. 

This recommendation is the result of a constant pres- 
sure for more power on the part of the Commission it- 
self, and of agitation on the part of a few individuals 
who have been able to create an apparent public senti- 
ment. I say “apparent” because it it is easy to manu- 
facture what seems to be on the outside a popular de- 
mand, by persistent effort and ex Jarte statements. 

As usual the railroads have made little effort to defend 
themselves; but the ceaseless clamor of the Commission 
and the real or unreal clamors of the public have reached 
both the legislative and executive branches of our Gov- 
ernment, and it is now seriously proposed that some- 
thing be done. 

In the effort to divest myself of all class prejudice 
and to look impartially at the whole question I am con- 
strained to admit the claim that there should be a body 
whose decisions should be final upon rate questions, and 
that it is desirable that this body should be specially 
constituted to deal with such questions. Ido not think 
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that this power should be given the present Commis- 
sion because it is a prosecuting rather than a judicial 
body. But if the nation is to assume the power to ad- 
just railway rates, I most urgently insist that it at the 
same time remove the restrictions which now prevent 
us from maintaining the rates as fixed. The proposition 
that the government shall even remotely or partially 
assume control of railway rates is a long step toward 
paternalism and in direct contravention of the theory 
that the country least governed is best governed. Yet 
I can conceive of conditions under which the settlement 
of certain questions by an agency distinct from and 
superior to the railroads might have its compensations 
and be even beneficial. It is a well-known fact that 
the great majority of cases heard by the Commission 
are not complaints that rates are too high fer se, but 
that they are inequitable as compared with other rates. 
Each community is jealous of its trade and constantly 
striving for advantage over its rival, and the adjustment 
of rates is, with the best of intentions on both sides, a 
difficult and delicate matter, and there have been cases, 
and may be again, where the decision of a disinterested 
and impartial tribunal would be a positive relief. But 
if the government is to assume regulating functions; if 
it is actively to supervise rates and transportation ; if, 
in short, the railroad is taken out of the list of purely 
commercial enterprises and invested, in whole or in part, 
with a public character, then it seems to me that it 
must be so clear as to need no argument that it must be 
treated more or less as a ward of the government in 
other ways, and must be protected as well as regulated. 

The Sherman Anti-Trust Law and the prohibition of 
pooling in the Interstate Commerce Law have but one 
object—one excuse for being on the statute books— 
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namely to prevent extortion, and if the Government 
assumes to prevent extortion by direct control of rates, 
. it certainly cannot concern the public what agreements 
we make with each other or what we do with our earn- 
ings. Our crying need is for a means by which we 
may maintain the rates. In some cases a simple agree- 
ment suffices; in other cases a pool is necessary to an 
agreement. Both are now prohibited. 

I do not wish to be understood as in the least in favor 
of making the decision of the Interstate Commerce 
Commission final. I do not think the prosecutor should 
also be the judge ; nor do I think the findings of the 
Commission should be observed pending appeal, for the 
reason that if the appeal is sustained the railroad has 
no redress for its losses; but there might be a small and 
strictly judicial tribunal of high class, and divorced 
from politics, to pass, upon appeal from the fiudings of 
the Commission. The main point, however, is that the 
Government, if it will regulate must protect; if it 
limits rates it must in justice remove all impediments 
to the collection of the rates as fixed. Herein only lies 
consistency and logic. 

It will be observed that the conclusions I have 
reached differ from those of Mr. Knapp in but one es- 
sential particular, namely—that he desires the findings 
of the Commission to be put into immediate effect,— 
while it seems to me that there is no valid reason for 
this departure from the usual course in cases of appeal. 
For, if the rate fixed by the Commission be not sus- 
tained on appeal there, is no redress for the railroad ; 
it cannot collect from the shippers the sums which it 
has undercharged them; while it is quite feasible for 
the shipper to collect overcharges in case the rate fixed 
by the Commission be sustained on review. 
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The Chairman of the Interstate Commerce Commis- 
sion is a man of broad views and of judicial tempera- 
ment. I do not think that any of the railroad repre- 
sentatives would raise great objection to his position, 
except in the one particular I have mentioned. 


Joun H. Gray: If I can gather up different parts of 
the arguments and show the relation of one to the other 
in two or three minutes, I shall aecomplish my purpose 
and count myself happy. I take it that, as Mr. Ripley 
has just indicated, railroads can no longer be regarded 
as private institutions. On the contrary the public has 
a great, even a paramount interest in such companies, 
they being fundamental necessities of modern civiliza- 
tion. That being the case it is clear that the public 
interest must be maintained, and will be maintained. 
This can be done in one of two ways, either by an effect- 
ive public control, with private ownership, or by public 
ownership. If, in the long run, the control under 
private ownership cannot be made effcctive, then we not 
only will try the other expedient but, m my opinion, 
we ought todoso. The public interest once granted, it 
follows inevitably that it is unsafe, here as in all other 
human affairs, and especially in a nation commercialized 
as this one is, to leave a matter of conflicting interests 
to be decided by one of the parties to the controversy. 
The government must have a hand in making or test- 
ing railroad rates. Chairman Knapp has done a service 
in the distinction he has made in regard to the two 
kinds of evils, or supposed evils, to which the public is 
exposed. One he designates as criminal acts,and the 
other as administrative acts, subject to administrative 
adjustment. In regard to the rebates and under-billing, 
and all the other devices to accomplish the same pur- 
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pose, there is no difference of opinion among the more 
progressive railroad men, or among scientific students. 
There is one great evil, that can not be remedied with- 
out doing the thing Mr. Ripley and Mr. Knapp have so 
strongly emphasized, namely, legalizing pooling. We 
all know that it is impossible to stop rebates and similar 
forms of discrimination without authorizing pooling. 
In the last few years, we have made some progress in 
this regard. Until recently there were just reasons for 
not taking this step, for we did not know how strong 
the government might be in its attempt to control 
legalized pools, and consequently we were rather afraid 
to authorize pooling. We have, however, made such 
progress in the last few years that it is not going to be 
a difficult thing to induce the people to accept pooling 
as desirable and even necessary. This is so absolutely 
essential that itis not worth while to dwell on it. We 
must authorize pooling in order to check greater evils. 
Let me refer briefly to what Mr. Knapp has character- 
ized by the harsh word “criminality”. If we have 
learned anything in dealing with criminality, we have 
learned that progress is not made by punishing people 
for crimes, but rather by changing the circumstances so 
as to remove the temptation to commit the crimes. To 
legalize pooling will remove the temptation to lawless- 
ness. 

Coming now to the other part, namely, the adjust- 
ment of the rates in the public interest. In this regard 
also we are right in saying that great progress has been 
made. Within the last few years, and even within the 
last few months, we have made what seems to mea 
great step forward by a much less frequent use of the 
phrases “ make rates” and “ fix rates” in an ambiguous 
sense. A large part of the discussion—and it has come 
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from various classes of society, and has not been entirely 
unknown even to the railroad world itself—has referred 
to the fixing of rates in speaking of the Interstate Com- 
merce Commission, as if that Commission were supposed 
to sit down, in its own chambers, and out of its own 
brain evolve a system of railroad rates for all the traffic 
in the country. Of course that sort of thing is past. 
When we talk about giving the Commission power to 
fix or make rates, we mean—at least all of us here mean 
—fixing rates, in specific instances, after a public hear- 
ing and after thorough investigation. I come now to 
the point that Mr. Ripley emphasized last, namely, the 
subject of judicial review of the work of the Commis- 
sion. Under the present Constitution there must be 
opportunity given somewhere for a judicial determina- 
tion of the reasonableness of rates fixed by the roads, by 
the legislative power directly, or by the Commission. 
The whole question is whether or not a rate fixed by 
the Commission, under the conditions named, should be 
enforcible pending judicial review, under proper provi- 
sion safe-guarding the road in case it gets the rate set 
aside by the court. Ought a rate so fixed by the Com- 
mission to be enforcible immediately or ought it to go 
into effect only after being confirmed by the court? I 
believe that we are not going to make very much pro- 
gress unless we have a distinctly administrative body, 
one whose chief work is to get things done right, rather 
than to convict some one of having done wrong. I was 
very much interested in Mr. Ripley’s language referring 
to the prosecuting character of the Commission. There 
is some justification for that but such justification tends 
to disappear with the lapse of time. The Commission 
ought not to be a prosecuting Commission ; it ought to 
be primarily an administrative Commission and I be- 
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lieve things are moving towards that end. I find my- 
self unable to agree with Mr. Ripley in regard to the 
time at which the findings of the Interstate Commerce 
Commission should go into effect. It seems to me the 
proposition he has made, in the present state of the 
popular and the Congressional mind, would lead, in 
some measure, (not to the same extent but to a detri- 
mental extent) to exactly the evils we now suffer from, 
when we try to settle these things by the ordinary 
courts. This method has broken down in practice be- 
cause the procedure is that of private law and conse- 
quently too complicated. The ordinary courts are too 
heavily burdened with other business, and the judges 
do not have sufficient technical knowledge of rates. 
There is no reason, in the nature of things, why a well 
selected Interstate Commerce Commission, adequately 
paid, and with reasonable certainty of tenure, should 
not become the most expert body for rate-making, or 
adjusting in the country. 


W. Z. RIPLEY: It seems to me the point that has 
been stated is an entirely fair one, that it is impossible 
to expect competition to continue as the underlying 
principle of railroad rate-making ; and at the same time, 
to expect that the policy of the Interstate Commerce 
Act of 1887 should be carried out as it is propounded in 
that law. A large number of railroad abuses, those con- 
sisting of inequality in charges, could be readily cor- 
rected by the railroads themselves if pooling were not 
only permitted but were made a legally enforcible pro- 
cess. It was a matter of long and heated discussion be- 
fore the United States Industrial Commission as to 
whether a recommendation in favor of pooling in this 
way should be incorporated in its final report, and a 








42 American Economic Association [272 


good many of us who were working for that Commis- 
sion regretted exceedingly that it did not recognize the 
possibility of remedial action by the railroads themselves 
for correcting many of these abuses,—if concerted action 
could not only be permitted but made a legally enforci- 
ble matter. On the other hand, if you are going to 
grant such power for concerted policy on rates, it seems 
also surely necessary that the public’s interest in such 
a concerted policy must be safe-guarded by some means 
of administrative revision. Whether that revision 
shall be made by an administrative commission, as at 
present proposed, or whether it shall be by a court, isa 
matter of detail. Experience with courts in foreign 
countries, so far as I know, shows precisely the same 
evils which we have here today; viz, those of intoler- 
able delay and of great expense to the persons who seek 
redress. At all events if we could possibly concede the 


right of concerted action, and add to it a supervision 
with power of revision by the courts; ultimately, if you 
please, but permitting the first decision of the adminis- 
trative board to hold until the matter is finally settled 
in the courts; it seems to me that only in that way may 
the interest of the two parties in this great controversy 
be settled for good. 


H. T. NEwcoms: The questions I wish to suggest 
are, first: whether the evils which undoubtedly exist, in 
some extent are great enough to justify the proposed 
radical departure from approved legislative practice ; 
and, second: whether the remedy suggested is adapted 
to the evils that exist. It may serve to make the dis- 
cussion clearer if I say at the outset, that there is no 
proposition before the Congress and none really before 
the people which would tend to prevent rebates, al- 
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thongh the paragraph relating to rate regulation in the 
President’s message was, erroneously, entitled “ rebates” 
The suggestion made by Mr. Ripley, that the pooling 
privilege be restored is directed toward the eradication 
of rebates, but I don’t know that there is any substan- 
tial sentiment in Congress in favor of the enactment of a 
pooling law. Mr. Ripley very well said that the appear- 
ance of public sentiment in favor of a drastic law has 
been manufactured. There has been a very active 
propaganda at work in the effort to make the people be- 
lieve that terrible evils exist in connection with rail- 
way rates. I am not speaking with regard to rebates. 
I will go as far as any one in endorsing any legislation 
fairly aimed at the removal of rate-cutting and under-bill- 
ing and all secret devices by which one person is favored 
over another person. But in the adjustment of the 
schedules, we have had the Interstate Commerce Com- 
mission at work for eighteen years, and it has decided 
but 353 cases and only 194 of these in such a way that 
if everything had been done which it recommended 
should be done, some gain would have accrued to the 
complainant ; that is less than eleven cases a year for 
eighteen years. Now in answer to these facts, the sug- 
gestion is made that if the Commission had more power 
it would have more cases to decide; but for ten years, 
as the Commission declares in the annual report which 
it submmitted to Congress two weeks ago, it did claim 
to exercise the power now sought and held out to the 
people of the country that it had precisely the power 
which it is asking for now, and in that ten years it did 
not, on the average, decide as many cases as it decided 
last year and did not have as many complaints by about 
fifty per cent. as last year. The average of complaints dur- 
ing the first ten years was about forty. The number of 
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complaints for last year was sixty-three. Now, as I 
said, 194 cases have been decided in favor of the com- 
plainants. Some of these cases have gone to the courts. 
The Commission made a report to Congress not many 
years ago in which it gave the result of the orders in 
which it had demanded changes in rates. That re- 
port covered 107 cases, and. in 58 of those cases, the rail- 
ways had fully and completely complied with its order. 
In eleven more there had been partial compliance and, 
in another, it said “some changes” had been made. It 
is to be observed in regard to these twelve cases that the 
compliance was at least sufficient so that neither the 
complainants nor the Commission went into the courts 
for the complete enforcement of its orders. Therefore, 
we may say that in 70 out of 107 cases, compliance with 
the orders of the Commission was substantially complete 
and the relief approved by the Commission was ob- 
tained through the Commission, although it did not pos- 
sess the power to name a new rate or to issue a final de- 
cree enforcible pending an appeal. Forty-three cases 
during the history of the Commission have gone to the 
courts; in just two cases has the order of the Commis- 
sion been finally sustained. There are few cases pend- 
ing, six or seven. 

Is this remedy adaptable to the evils that are claimed 
to exist, if they do exist? Inquire in the states where 
rate-making Commissions are maintained. Has any fair 
inquiry been made to compare the conditions in those 
states as to state rates and state shippers with the con- 
ditions in other states where they don’t have rate-mak- 
ing commissions? Ask some of the shippers in the 
state of Illinois whether the rates in this state are lower 
or higher than the rates in Michigan and Ohio and In- 
diana. Ask the citizens of Georgia where they have 
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had a rate-making commission for many years, whether 
their state rates are lower or higher than in other states. 
Only the other day the A¢/anta Journal declared editori- 
ally that it is impossible to get reasonable rates within 
the state of Georgia, although interstate rates are reason- 
able and are not more than half as high, and it gave as 
its reason that if the shippcr goes to the railway asking 
for a low rate in the state of Georgia, he is told the rail- 
road has nothing to do with that, it is in the hands of 
the railroad commission; but if he asks for a lower in- 
terstate rate he gets it, because the railway has the pow- 
er to give it. 


F. B. THURBER: What I have to say is largely from 
the standpoint of a shipper. I have been a shipper by 
railroad for many years and now represent other ship- 
pers. It seems to me that this whole discussion as pre- 


sented to us here today is coming down pretty close to 
a point, and that is whether we should have an amend- 
ment of the Interstate Commerce Law which will give 
the Commission the right to prescribe rates and those 
rates to go into operation before they are reviewed by 
the courts; and also as to whether we shall authorize 
agreements between carriers under the name of pooling 
or otherwise. I represent a class of shippers, and I be- 
lieve today a great majority, who think the railroads are 
not as unreasonable as the class of shippers who are 
now agitating for amendment seem to think they are. 
Everybody, I think, is against unjust discrimination and 
the other question is how this may be remedied. My 
own belief and the belief of many shippers who think 
as I do, is that in amending the Interstate Commerce 
Law, the findings of the Interstate Commission as to 
what rate is reasonable should not go into effect until it 
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has been reviewed by the courts. It is too much like 
hanging.a man first and trying him afterwards. We be- 
lieve, however, that there is a just complaint against 
the delay of the courts in arriving at decisions and that 
that may be best met by the constitution of a special 
court charged with the consideration of these questions, 
which could take up the findings of the Interstate Com- 
merce Commission, and specially adjudicate them ; such 


a court should have a permanency which the Interstate 


Commerce Commission has not in its membership, and 
consequently, be less exposed to political and other in- 
fluences than the members of the Interstate Commerce 
Commission are. We were fortunate when establishing 
the Interstate Commerce Commission to havea jurist like 
Judge Cooley as its first chairman. We are fortunate in 
having as its present chairman a man like Judge Knapp, 
and I believe, if all his associates were as judicial and able 
as Judge Knapp that we would not have ninety-three per 
cent. of the decisions of that Commission reversed, as 
they have been, that is, ninety-three per cent. of those 
decisions which reached the Supreme Court of the 
United States, and hence we should, I think, address 
ourselves to these two points, first as to having some 
means established by which the decisions of the Inter- 
state Commerce Commission can be speedily reviewed, 
and second, to give railroads the same right of contract 
that every other individual and every other corporation 
in this country has—a right which they now do not 
have owing to the prohibition of pooling agreements in 
the Interstate Commerce Law, and also by the Sherman 
anti-trust act which prohibits all agreements between 
carriers. 


WILLIAM F. FOLWELL: I feel disposed to use a 
minute or two in what I am sure many of you will 
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think an unnecessarily radical and revolutionary propo- 
sition ; but when I hear discussions upon rates, of this 
kind, interesting as they are and valuable as they are, I 
still think there is a deeper question in regard to rates 
which ought to be had in mind. We have been dis- 
cussing rates from the standpoint of railway ownership. 
We have not discussed them from the standpoint of the 
general public. All the speakers, I think, have agreed, 
and all others will agree that the railway has become a 
public carrier ; it is a servant of the public through and 
through. Transportation has become absolutely neces- 
sary to every individual. I cannot live unless the rail- 
road brings to my door the means of subsistence. Isub- 
mit this proposition, and I will take the risk of being 
called socialistic, that there should be no more chance 
to make money out of transportation than there is in 
carrying the mails. What do you think of that? There 
should be no opportunity of exploiting the public by 
means of this absolutely necessary function, and I am 
going so far in my teaching as to say this, that the time 
is to come—and we ought to work for that time to come 
—when we will have an arrangement of this sort: that 
railroads shall be constructed and operated in such a 
manner as to pay the best wages, and all the salaries 
necessary to secure the very best talent, to pay a fair in- 
terest on all the capital or all the wealth that is actually 
in the road, and no more ; to maintain a fund for main- 
taining the road, and for such extensions as may be nec- 
essary and for paying a fair, ordinary tax; and then 
when all these expenses have been paid—I do not know 
that I have them all in—any excess of income should 
go into the public treasury. That would make the busi- 
ness of rate-making not only comparatively simple, but 
would make it a somewhat different proposition. The 
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question of rate-making under those circumstances would 
be comparatively unimportant, so long as it was under- 
stood that any excess of income should go into the pub- 
lic treasury. 


EDWARD P. RIpLeEy: In the first place I would like 
to discuss fora moment the suggestion made by Pro- 
fessor Gray as to the desirability of making the de- 
cisions of the Interstate Commerce Commission effective 
at once. The objection to that, in my mind, is first: it 
reverses all legal practice and is—as was stated a little 
while ago—like hanging a man first and trying him 
afterwards and, second ; in view of the fact that a great 
majority of the cases which have been appealed from the 
Interstate Commerce Commission have been decided ad- 
versely to the Commission and, that in case of a decision 
adverse to the Commission there is no way by which the 
wronged party—that is, the railroad—can get redress. 
If the Commission says that one dollar is too high and 
the rate must be eighty cents and the railroad must 
go on charging eighty cents until the decision of 
the Commission is reversed, what redress has the rail- 
road? On the other hand, if the practice is reversed 
from that and the railroad is permitted to go on charging 
the old rate until the decision is sustained, every 
shipper has recourse against the railroad. They might 
make the railroad give a bond, if you please. It would 
be manifestly unfair that any party to the controversy 
should be injured to that extent pending the settlement 
of the controversy itself. 

One other word, as to the point made by the last 
speaker. I don’t represent or speak for all railroads in 
the United States, but I think their owners would be 
very glad to accept some such proposition as he sug- 
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gests, namely, that the Government guarantee a fair 
interest and fair return on their present value, and take 
the surplus. Furthermore, as to his allusion to the 
post office and the comparison made between the post 
office and the railroad, I will agree to organize a 
syndicate which shall take the transportation of the 
government mails off its hands, shall do the business 
in every respect as well as it is done now, and not 
charge eight, nine, or ten million deficit as is now 
charged. 


EDWARD B. WHITNEY: I represented the Interstate 
Commerce Commission at the time of these cases which 
have been alluded to, when it was decided that they 
could not “ make rates”. What the Commission wanted 
to do was, when they found that a rate was unreason- 
able, to say “‘ You shall reduce it to not above such and 
such a figure.” The court did not allow them to do 


that, and therefore their decisions became practically a 
nullity. I saw a good many of their decisions at that 
time. Some of them were better than others: but it 
seemed to me that their work in those times was dis- 
tinctly superior to that which was done by the judges 
who reviewed them. As I said earlier here to-day, the 
cases were not heard by the Commission on the evidence 
on which they were heard by the court. The best 
known was the Alabama Midland case, where the rail- 
roads put ina little evidence before the Commission ; 
the order was made, and then they went and put ina 
large volume of depositions before the court. It was on 
those depositions, on which the Commission never 
passed at all, that the railroads won. One of the points 
in that case was whether a town called Columbus, 
Georgia, should have a better rate than Troy, Alabama. 
4 
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Columbus got a better rate because it had competition 
by the Chattahoochee River. The facts turned out to 
be that the Chattahoochee River is navigable—only six 
months during the year—to vessels not drawing over 
three and a half feet of water, although the navigation 
is much interfered with by over-hanging trees. I hope 
too great weight will not be put on the argument that 
the courts reverse the Commission. The Commission 
was differently constituted then. I have not had occa- 
sion to read their recent decisions. They may be as 
bad as the railroads say they are. But it seems to me 
that if you ever do have a commission to make rates or 
fix rates, it ought to be a commission whose decisions 
on questions of fact are final and should not be reviewed 
by any court at all. Have the court decide only 
whether the great principles of law have been observed, 
as by giving the parties due notice and a hearing. 


HorACE WHITE: The crux of this question as be- 
tween Mr. Ripley and Judge Knapp appears to be, how 
are the railroads going to get their money back in case 
an appeal is made and they win the appeal? He says 
the railroads can, if necessary, give a bond. Why can’t 
the plaintiff give a bond also? I have been engaged 
in litigation where I took an appeal and I was required 
to give a bond whether I wanted to or not. 





TENDENCIES IN RAILWAY TAXATION 
HENRY C. ADAMS 


In searching for the trend of railway taxation, it 
would be an error to assume the existence of a separate 
and independent system of corporate taxes. This as- 
sumption has been frequently made by writers upon 
American finance, but in so doing they fail to distin- 
guish between the underlying principles of a system of 
taxation, on the one hand, and the machinery for ad- 
ministering that system on the other. So far as methods 
of assessment and collection are concerned, it is true that 
railway corporations are placed in a class by themselves, 
but it is not true, speaking generally, that the theory of 
public contributions applied to them differs from the 
theory which is applied to other classes of property. 
That system of taxation, known as the general property 
tax, is as strong to-day as it ever was in the history of 
our country ; indeed it is stronger, if we are to judge 
from the changes that have taken place in the laws of 
the states during the past twelve years. 

A glance at the laws of railway taxation in the sev- 
eral states and territories gives ample support to the 
claim that these laws fail to introduce any new princi- 
ple into the established system of local taxation. In- 
cluding the District of Columbia and excluding Alaska 
from the list, local government in the United States is 
represented by fifty states and territories. Of this num- 
ber only two, Rhode Island and the District of Colum- 
bia, make no distinction in the matter of taxation be- 
tween railway property and other property. That is to 
say, these political divisions fail to provide special 
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methods even for the assessment and collection of rail- 
way taxes. 

There next comes a list of thirty-nine states which 
make the general property of the railways, including 
both personal and real, the basis of taxation, but 
which provide machinery for assessment of railway prop- 
erty different from that employed in the assessment of 
general property. The character of this administative 
machinery is of no importance as bearing upon the 
question under consideration. Nor does the fact that 
some of these states make an assignment of railway as- 
sessments to the minor civil divisions through which 
the railway runs, while others distribute the money col- 
lected, and still others keep this money for state expend- 
itures, bear upon the problem in hand. The important 
fact is that the system of local taxation in these thirty- 
nine states expect railway property to pay for the sup- 


port of government an amount in proportion to the value 
of the property, the same as in the case of general prop- 
erty. These thirty-nine states, like the two already 
mentioned, making forty-one in all, are properly in- 
cluded within the jurisdiction of the general property 


tax. 
There are six states, Delaware, Connecticut, Massa- 


chusetts, New York, Pennsylvania and Kentucky, which 
tax railway property according to its value, but which 
assess the tax tothe value of stocks and bonds rather than 
to the value of real and personal property. In all cases, 
with the exception of Connecticut, this tax upon stocks 
and bonds is supplemented by other forms of taxation. 
It is, however, the ad valorem and not the specific tax 
that gives character to their taxing systems. It thus 
appears that forty-seven out of the fifty states and terri- 
tories aim to tax railways in proportion to their value. 
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The remaining states, Maine, Maryland, and Minnesota, 
have adopted a system of specific taxes, making gross 
earnings the measure of the duty of railways to pay for 
the support of government. The statutes of two states, 
Vermont and North Dakota, give the railways the choice 
between paying upon an ad valorem or a specific basis, 
although in the case of North Dakota the court has 
ruled against the tax on gross earnings. The states of 
Ohio and Texas, also tax railways upon the basis of 
gross earnings, but make this a supplemental or addi- 
tional contribution. Five states adopt the essentially 
pernicious method of supporting their railroad com- 
missions by means of a special tax on earnings. Other 
minor differences might be mentioned, but they would 
not affect the conclusion that, with the exception of 
Maine, Maryland and Minnesota, railways are taxed ac- 
cording to the value of their property and that both 
common law provisions and constitutional rules relative 
to equity and justice in taxation requires that they pay 
a rate equal to the rate of other property upon their cash 
or par assessment. 

It has sometimes been claimed that the unit rule in 
the valuation of railway property, a rule which has 
received the approval of the courts, amounts to the rec- 
ognition of a new principle of taxation: With this 
opinion I can not agree, at least as far as the original 
application of that rule is concerned. The unit rule is 
nothing more than the application of the old principle 
that property must be valued according to the use to 
which it is put. It is but the recognition of the fact that 
the commercial value of railway property depends upon 
its continuity from county to county and from state to 
state. It is the logical result of the expansion of commer- 
cial properties beyond the limits of local taxing jurisdic- 
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tion. The unit rule of assessment is in perfect harmony 
with the assumption that value is commercially homo- 
geneous, and implies no criticism upon the underlying 
theory of the general property tax. It, like the laws of 
the states passed in review, pertains to the application of 
the general property tax to interstate properties, and does 
not suggest, at least in any direct manner, that the value 
of a railway may differ both socially and industrially 
from the value of a factory, or that the value crystallized 
in the property of a railway, may itself be subject to an- 
alysis and classification according to its character or to 
the source from which it arises. 

The courts have, however, taken one step which may 
prove to be a point of departure for the development 
of new principles in the taxation of railway corpora- 
tions, a step with which the later applications of the 
unit rule, as for example the Ohio Express cases, are in 
perfect harmony. I refer to the judicial recognition of 
a franchise value which may be a value in excess of 
the valuation of the physical property. It is not 
necessary to go into the details of these cases, nor to 
discuss the propriety of the rule accepted by the courts 
for measuring this franchise value. The significant 
point is that the courts have taken cognizance of a 
value in excess of what may be termed the inventory 
value or the value of the physical properties. This 
being the case the question at once arises, what is the 
source, the social character and the industrial quality 
of this excess or surplus value? A further question, 
also, claims attention. Should an analysis of this 
value prove it to be in any way peculiar, do the princi- 
ples of equity and justice, which are acknowledged to 
lie at the basis of taxation, require the taxation of this 
value in a peculiar manner. To answer these questions 
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requires an analysis of what, for convenience, may be 
termed the surplus value inherent in the property of a 
prosperous railway, and it is to this analysis that I now 
invite your attention. 

Speaking generally, the value of the intangible, 
immaterial or non-physical element of an industry is 
the product of organization, a productive principle rec- 
ognized by Adam Smith, and the importance of which 
has grown with each step in the development of indus- 
try. Such an observation, however, is of slight impor- 
tance, for commercial organization is of many sorts and 
followed by various results. Our analysis will be more 
fruitful if we substitute for so glittering a generality, 
an enumeration of some of the more important ele- 
ments to be found in surplus value as it inheres in 
railway properties. The following is such an enumera- 
tion. 

1. This value covers, in the first place, the value of 
the franchise, that is to say, the value of the right to 
be and to act as acorporation. This assertion, however, 
of a franchise value as a distinct form of value is 
submitted as a concession to legal lore, rather than 
because it is believed to be a fact of marked signifi- 
cance. A franchise doubtless carried with it an inde- 
pendent value when the right to be and to act as a 
corporation was an exclusive privilege. At present, 
however, general incorporation laws have destroyed 
whatever value pertained to a franchise on account of 
its exclusive character. If there be surplus value, it 
must be found in the nature of the industry in question, 
or in the relation which that industry bears to the 
principle of competition, and not in the fact that a 
particular body of men are at liberty to exist as a cor- 
poration. The surplus value which we are now en- 
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deavoring to explain is something more than the formal 
value of the franchise. 

2. Holding in mind the business of transportation by 
rail, this value includes, in the second place, the pos- 
session of traffic not exposed to competition, as for 
example, local traffic. There are, of course, commer- 
cial limitations to the value accruing to a railway 
corporation from this source. For example, the rates 
for non-competitive business are more or less influenced 
by the rates for competitive business. The curtail- 
ment of demand through excessive charges, also, as 
well as all those considerations which find expression 
in the law of monopoly price, act as a commiercial re- 
sttaint in the adjustment of local railway tariffs. But 
notwithstanding all that may be said in this vein, it 
yet remains true that commercial considerations offer 
no guarantee of just and reasonable rates when judged 
by ordinary business standards; and the margin of 
surplus earning thus rendered possible becomes the 
basis of a surplus value, that is to say, a value in excess 
of the inventory value of physical elements. 

3. The non-physical value of the railway includes, 
further, the value which arises from the possession of 
traffic held by established connections. The fortunes 
that have been made in the railway business during the 
past fifty years have resulted largely from the organiza- 
tion of independent companies into great railway sys- 
tems. The important point for this analysis, however, 
is that the amalgamation of connecting lines, as well as 
the consolidation of competing lines, gives to each 
member of the operating system thus created a class of 
traffic which it might not otherwise be able to hold, 
and consequently confers upon each member of the 
system a value which it might not otherwise possess ; 
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and, when it is remembered that the rates at which 
this traffic is moved are not exposed to the competition 
which would exist were it not for the organization, 
it is evident that this element of value is likely to be 
of considerable importance. From the point of view of 
the influence of competition upon the earnings of rail- 
way corporations, the difference between the so-called 
competitive and non-competitive traffic is less than is 
commonly supposed. Whether traffic be local or 
through, competition is no guarantee that it will be 
carried for what it costs to render the service. 

4. The intangible value includes, in the fourth place, 
the benefit of economies made possible by the increased 
density of traffic. This statement rests upon what is 
universally recognized as the fundamental business 
principle of railway transportation. It means that the 
growth of population and the consequent increase of 
traffic, which results from that growth, forces a value 
into the treasuries of railway corporations with which 
the ability of those by whom railways are administered 
cannot be accredited. Were this business exposed to 
the influence of normal competition, the value in question 
would be dissipated to the public through a reduction 
in the price of service. For many reasons, however, 
this is not possible in the business of transpor- 
tation, and, as a consequence, the value resulting 
from economies rendered possible by the increase in 
traffic comes into the possession of the corporation 
rendering the service. 

5. Lastly, the intangible value of a railway corpora- 
tion includes a value arising on account of the organi- 
zation and vitality of the industries served as well as the 
organization and vitality of the industry which renders 
the service. This value is in the nature of an unearned 
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increment to the corporation. It may be said that all 
industries are interdependent, and that every business 
depends for its prosperity upon the prosperity of those 
who are its customers. This is undoubtedly true, but it 
is equally true that, unless all industries are equally ex- 
posed to competition, or are upon the same basis so far 
as concerns their ability to avail themselves of the ad- 
vantages of monopoly, some will be able to maintain the 
value that accrues on account of the wide spread devel- 
opment of industrial technique, while others will be 
forced to give it up. The significance of this observa- 
tion in the analysis of surplus value becomes evident 
when it is regarded as an answer to the claim that the 
railways have created the wealth of the world and that 
their compensation cannot, therefore, be too highly ap- 
praised. It is a mistaken analysis that overlooks the 
close interdependence of all the agents of industrial pros- 
perity. 

If the above analysis of the origin and nature of sur- 
plus value as it appears in the case of a prosperous rail- 
way corporation be correct, it is evident that this value 
exists, because it fails to be diffused to the public through 
the agency of commercial competition. Were competi- 
tion able to keep the price of the service of transporta- 
tion in the case of each and every railway down to the 
cost of the service rendered, or were it good policy for 
the government to define a reasonable rate as a rate which 
coincides with the cost of service, including normal 
profit, no such value as that under consideration could 
exist. The capitalization of railways, and consequently 
the assessment of railway property for the purpose of 
taxation, would tend to be the cost of reproducing the 
plant, as in the case of manufacturing properties, whose 
balance sheets are continuously exposed to the adjust- 
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meuts of competition. The meaning of this is clear. 
The surplus value of a railway corporation is monopo- 
listic in its origin in the same sense, though not for the 
same, reason, that the rental value of real estate is mo- 
nopolistic. It is a value contributed by the public to the 
corporation because of the imperative character of the 
public demand for transportation. It results from the 
fact that increased density of traffic, due to the increase in 
population and to the development of general commer- 
cial activities, provides the railways with an ever in- 
creasing opportunity of availing themselves of the pro- 
ductive principle which lies in organization. The rela- 
tive amount of this surplus value, which should be cred- 
ited to railway managers on the one hand, for availing 
themselves of the opportunities of increased economies, 
and to the public whose industrial activities furnish these 
ever broadening opportunities, is not here in question. 
The important fact is this, that a portion of the surplus 
value now enjoyed by railway corporations, is a direct 
contribution from the public, and that competition is 
incapable of diffusing this value through a reduction of 
the price of the service. It is a socially produced value 
and the logical application of the principle which lies 
at the bottom of the institution of private property,— 
namely: that he who produces a thing should be its pro- 
prietor,—will lead to the conclusion that the public 
is a joint proprietor with railway corporations in the 
property which they control. This at least is the ques- 
tion, which, as it appears to me, the attempt to secure a 
just system of taxation as between railway property and 
other property, will be forced upon the consideration of 
the courts, and should the courts acknowledge the accu- 
racy of the analysis here suggested and extend their de- 
finition of property to include a quasi-public property 
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as they now acknowledge a quasi-public industry, a rad- 
ical modification of the system of taxation becomes im- 
perative. The situation disclosed by this analysis is one 
for which the theory of the general property tax makes 
no provision. That theory assumes value to be homo- 
geneous, whereas the foregoing analysis makes it clear 
that this is not the case. The tendency in railway tax- 
ation of which this paper speaks, is not to be found in 
the statutes, but in the necessities of the situation. If 
my analysis be correct, it follows without question that 
the underlying principle of the financial system of the 
future will be the recognition of a joint proprietorship 
between the public and the corporations in all cases 
where surplus value proves to be a permanent feature. 
This, of course, assumes that a socialistic programme 
will not be realized. 





DISCUSSION 


ON PAPER BY H. C. ADAMS ON TENDENCIES IN RAILWAY 
TAXATION 


WILLIAM W. BALDwIN: It is claimed by many to be 
the law that investments in railroads are no longer to be 
regarded as private property for the purposes of profit. 

The merchant, the manufacturer, the banker, the 
farmer, the miller, the ship owner may derive whatever 
profit he can from the lawful use of his property and 
talents, taking the risk of loss; but it is said that the 
investor in a steam railroad is limited to what is called 
a fair return upon the value of the property used, which 
being calculated, is held to mean a return based upon 
the lowest generally prevailing rates of interest, and 
without guaranty of any return, and notwithstanding he 
takes the risk of loss, and often loses. If returns show 
a larger profit, demand is frequently made that the state 
reduce the rates, that is, the price a railroad may charge 
for the service rendered; and, the property being held 
to be public property, because employed in the business 
of carrying for the public, the state does reduce the rates. 

Now, this status of railroad property, this limitation 
by law of its earning capacity, should, it seems to me, 
be taken into consideration by economists in framing 
laws for its taxation, especially if such laws have a social 
object. Professor Seligman says that taxation may be 
utilized for social purposes, and speaks of socialists,— 
extreme socialists he calls them,—trepresented in aca- 
demic circles in this country, who maintain that the so- 
cial problem is the great problem, and that a tax is not 
a tax, unless it has a social object, as distinguished from 
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a fiscal object. In a sense, of course, all taxes are col- 
lected for social objects, but in this connection is meant 
the distinctly socialistic purpose of appropriating, 
through taxation, as distinguished from the exaction of 
an equal contribution in proportion to value to meet the 
fiscal needs of the state. 

Are we entering upon a period of such social taxation 
or appropriation of railroad property? Are we to have 
a system of tax laws applicable to railroads only, and 
based upon the view, that this one class of property in 
this country has no moral right to earn more than a 
specified rate of interest or return upon its cost, without 
guaranty of any return, and that if a railroad shows a 
surplus, beyond a specified rate, such surplus may be, 
and ought to be, reached through the taxing power? 

Treating railroads as quasi-public property, and res- 
tricting their right to surplus earnings through reduc- 
tion of rates is subject to this powerful limitation which 
the courts have inserted—that they shall be permitted 
to earn some return upon the investment. But no such 
limitation will, it seems, be written, even by the courts, 
into a tax law. The taxing power is practically with- 
out limit. The power to tax is the power to destroy. 
Does the suggestion not appeal to economists who are 
not socialists, that it is going a step too far to devise 
taxation as a means of reaching surplus, exclusively for 
this form of property, now so largely held for invest- 
ment? It is true that, during the past five year period, 
railroads have been prosperous, but not more so than 
many other lines of business; and in the previous five 
year period, they saw much of adversity, and entire in- 
vestments were wiped out, which fact cannot be and 
will not be taken account of in fixing the rate they 
should now be permitted to earn. Those who are fa- 
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miliar with the subject of railroad taxation know the 
practical impossibility of reducing the tax, in the face 
of public opinion, whatever depressions in business may 
be experienced ; hence the greater care should be exer- 
cised in adopting a policy intended to reach present 
surplus railroad income through taxation. 


TAXES SHOULD BE UNIFORM 


That taxes, the means of supporting the government, 
should be levied with equality, and their burden rest 
uniformly upon all subjects on which they are laid, is a 
correct principle, in economics, as well as imbedded in 
the constitutions of the states. Over and again courts 
have said, that “A sound tax law must equally distri- 
bute its burden among the citizens according to their 
property.” 

What reasons, then, are urged for applying exclusively 
to railroad property a tax system, based upon reaching 
their surplus earnings, after allowing a rate of return 
upon property deemed to be socially or ethically suffi- 
cient, while no attempt is made to reach the surplus of 
other citizens and their property by similar methods ? 
In prosperous times, many, if not most, lines of business 
show surplus income. What economic reasons are given 
for applying these methods to railroads only ? 

It is said that the railroad is a peculiar property, and 
the peculiarity is that commercial forces fail to dissipate 
its surplus earnings ; which is only another way of say- 
ing that its surplus is more permanent or more to be de- 
pended upon than is seen in other industries. 

Also, that because the state requires complete reports 
from railroad companies, the amount of their surplus is 
more easy of ascertainment. 
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The first reason does not appear to be borne out by 
experience. The profits of railroads seem to fluctuate 
with good and bad times and conditions as much as do 
those of other industries as a class; and their surplus is 
as quickly dissipated by the blasts of adversity. The 
average net earnings per mile of the Burlington road for 
the four years prior to the year 1887 were $3,420, while 
the average for the succeeding four years were $1,618 
per mile, one of the consequences of the enactment of 
the Inter-State Commerce law, and of a strike of loco- 
motive engineers, which may occur to any railroad. At 
the mercy of the legislature and the commission in the 
matter of rates, and of the labor union in the matter of 
wages, no class of property, it seems, must fight harder 
to prevent the dissipation of its earnings, than that 
owned by railroad companies. 

Another answer is that, if the railroad industry is to 
be, in effect, subjected to an income tax, some endeavor 
should at least be made to apply similar methods to 
other industries ; and then, whether their income proves 
to be temporary or permanent in character, the test will 
will be the same. Regarding the matter of reports, the 
answer is—get the reports; require other industries, as 
well as railroads, to furnish them; make some honest 
effort to lay the income tax upon other industries. 

Another reason is based upon an assumption that 
really goes to the root of the whole matter, namely, that 
other industries and property are, in effect, taxed in pro- 
portion to income, through assessments of value, fixed 
from frequency of sales, while, in the case of railroads, 
no such sales can guide the assessor, and therefore a 
method of assessment through income must be devised. 

The assumption is not founded upon fact. Other 
property is not taxed in proportion to income through 
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the sales test ; it is not assessed at its value by any test. 
The State Board of Assessors of Michigan announced 
their finding, that the true value of the general property 
in that state for the year 1902 was $1,715,000,000. The 
assessment in fact of the same property for the same 
year was $1,418,251,858, a difference of more than twen- 
ty percent. There is hardly a doubt that, if the inves- 
tigation of the State Board of Assessors had been 
thorough, and especially if the assessments upon the 
general property had been levied upon any basis of in- 
come, the disparity would have reached fifty per cent. 


THE MICHIGAN PILAN.—AN INCOME TAX. 


But, notwithstanding the apparent lack of adequate 
reasons, there is now in operation in the state of Michi- 
gan, unless the courts forbid, a plan for the taxation of 
the railroads of that state largely upon the basis of in- 
come, which is dependent for its results upon the social 


view that railroads are entitled to earn only a certain 
designated amount. 

It is suggested that the Michigan legislature adopted 
this so-called ad valorem tax law for railroads upon proof 
that under the gross earnings tax system they were pay- 
ing less taxes in proportion to the true value of their 
property than the general property of the state. But 
this point loses force when it is known that this proof 
consisted of nothing more nor less than theoretical de- 
ductions and conclusions of value previously worked out 
by capitalizing income at certain low percentages, by 
the very same experts. 

That it amounts to a capitalization of good will, under 
the names of “ organization” and “ vitality ” and “fran- 
chise,” and is in effect an income tax, administered with 
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the social purpose of restricting income through taxa- 
tion, seems clear enough from the following report of 
the evidence of Professor Adams. The question was 
asked : 

“ Now, what is the difference between this net earn- 
ings theory of valuation for the purpose of arriving at 
the tax and an income tax upon the net income? I 
mean, not in appearance but in fact.” 

Ans. “You have reference to the capitalization of 
the net earnings direct at a single rate and for a single 
year?” 

Q. “ Yes sir.” 

A. “I don’t think there is any difference except the 
formal difference that in one case the tax is levied upon 
a valuation discovered from the earnings and in the 
other case it is levied directly upon the earnings; the 
amount to be paid, other things being equal, would of 
course be the same.” 

Q. “So that practically it is a tax based upon the 
income, isn’t it, and not upon a valuation of the 
property ?” 

A. “The tax levied upon the capitalization of net 
earnings year by year would amount to a tax levied 
upon the earnings themselves, yes sir.” 

Q. “The only difference in form is that you capital- 
ize the earnings before you apply the tax, instead of 
putting it directly upon the earnings?” 

A. “Yes sir.” 

Q. “That is to say, that, when applied to the 
capitalization, the tax appears to be lower than when 
applied directly to the income ?” 

A. “Yes sir.” 

The fact of applying this process year by year, or 
every five years, upon the average of the earnings each 
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year for five years, seems to be a distinction without a 
difference. Indeed, Professor Adams stated in his evi- 
dence that the adoption of an average of net earnings 
over a period of five years was not prescribed in the law, 
but he added: “In order that the law may be adminis- 
tered as an ad valorem tax, and not as an income tax, 
this method does take a period of years.” That is 
equivalent to saying that it was a mere device to save 
the face of the law and have that pass for an ad valorem 
statute which is, in fact, an income tax. 


PRACTICAL APPLICATION OF METHOD. 


The method of administering this process shows that 
it is really an income tax, the size of which is deter- 
mined, not by the law, but by the expert’s opinion of 
what rate of return he thinks the owners ought to be 
satisfied with, taking into consideration the prevailing 
price of first mortgage railroad bonds, and other evi- 
dence. The rate decided upon for the Michigan Central 
was three and one-half per cent., and the method pur- 
sued, as I understand it, was this: 

The net income of that company for Michigan was 
said to be $2,503,345. This income was divided into 
two parts. The greater part ($1,590,352) was capitalized 
at 3% percent., asin his opinion this particular com- 
pany should be content with that rate of return upon its 
capital to the extent of $43,438,599, because that sum 
represents the estimated cost of reproduction in present 
form, of all its property as determined by expert engi- 
neer Cooley and his investigations. 

The remainder of income ($913,000) was then capital- 
ized at 5 per cent., producing $18,259,880, which being 
added to the property value produces $63,698,479 as a 
tax valuation recommended to the State Board. Upon 
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this theorized valuation there was to be levied, not the 
tax rate to be paid by other property in Michigan in 
proportion to value, but substantially double such rate. 
The rate, in fact, levied on all railroads was over sixteen 
and one-half mills on the dollar. Professor Adams ex- 
pressed the opinion that the property in fact assessed in 
Michigan was assessed at 65 per cent. of value, and 
deduced therefrom the conclusion that the true average 
rate of taxation was ten mills; yet this railroad property, 
being first given an exaggerated valuation, then had 
levied upon it a rate of sixteen and one-half mills. 

I will read from page 55 of the Report of the Michi- 
gan Board of State Tax Commissioners for 1902, their 
statement of the method: 

“The investigations pursued by Professor Adams 
covered the economic side of the question of railroad 
valuation. He took the gross earnings of the various 


companies and averaged them for periods ranging from 
four to ten years. The same average was taken in the 


case of operating expenses, and the difference between 
the two produced the average earnings from operation. 
To this sum was added the net income from investments, 
and the result obtained was called the ‘total available 
corporate income’. From this result three items were 
deducted, namely, ‘rents of Michigan property not in- 
cluded in Cooley Appraisal’, ‘Interest on interest bear- 
ing current liabilities’ and ‘ Permanent improvements 
in Michigan charged to income’. This process of 
calculation resulted in either a ‘surplus from opera- 
tion’ or ‘deficit from operation’, ‘The ‘mean value 
of physical elements’, computed from the Cooley 
Appraisal, was a figure obtained to correspond to the 
average amount of physical property in use by the rail- 
road company during the period of years for which the 
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average of gross earnings and operating expenses was 
taken. On this mean valuation a tax of one per cent. 
plus an annuity of four per cent. was computed, and the 
sum of such tax and annuity deducted from the ‘sur- 
plus from operation’, resulting in either a ‘net corpo- 
rate surplus’ or deficit. This difference or net corpo- 
rate surplus was then capitalized at various rates in the 
case of different properties, ranging from four to ten per 
cent. according to the security of the business of the 
specific company under investigation.” 

This indicates that the basis of the State Board’s 
valuation and assessment was largely the capitalization 
of income upon the theories proposed ; that it rested upon 
income averages furnished by Professor Adams, running 
from four to ten years, and upon widely differing rates 
of capitalization upon income, also furnished by him, 
and depending upon his opinion of what years to take, 
and what rates of capitalization to apply, ranging from 
three and one-half to ten per cent., according to his 
view of what the owners of the various classes of rail- 
way property in that state ought to be satisfied with, or 
what the social good requires them to accept. 

But these theories are only applied to roads whose 
operations show a surplus. If there is no surplus to be 
reached, another method attaches. Measured by income, 
a road whose operating expenses consume all its income 
in fact posessess only a nominal value. But, in dealing 
with that class of railroads, the State Board in Michigan, 
to a large extent, ignores the matter of income. In such 
cases, the estimate of the engineering expert controls, 
based upon cost of materials and labor. The Board says 
in effect, “There is the property and if the owner was 
improvident in locating his property, and is conducting 
his business as a public benefit, without reward, although 





70 American Economic Association [300 


involuntarily, that is no concern of ours; our duty is to 
assess ‘ property ’ in his case.” 

Of date, April, 1903, the State Board placed a valua- 
tion of $55,500,000, or $55,000 per mile, upon the 
Michigan Central, which the engineering expert had 
valued at $32,000 per mile. 

The North-Western line (521 miles) with virtually 
no income was valued at $27,000 per mile, because, and 
only because, that was the engineer’s estimate. Although 
valued upon radically different theories the same rate of 
tax (16% mills) is levied upon both of these roads. 

In 1902, the net earnings of the North-Western road 
in Michigan were $445 per mile; and the taxes levied 
by the State Board were $468 per mile; in 1903, the 
earnings were $568 and the taxes $454. These were 
both years of unusual prosperity. When the adverse 
period comes, the taxes will remain but the earnings 
will vanish. Are they having in Michigan a lesson in 
the problem of how to utilize railroad taxation for so- 


cial objects ? 
THEORY OF NON-PHYSICAL VALUE. 


One cannot fail to be interested in the argument by 
which income seems to be made to perform duty as be- 
ing or representing an “immaterial ” or theoretical prop- 
erty element, supposed to inhere peculiarly in a railroad. 
The Michigan law is an ad valorem law, which renders 
it necessary to define the elements of this immateriality ; 
and they are accordingly defined in the letter of Profes- 
sor Adams to the State Board of Tax Commissioners, 
dated October 4, 1900, as “franchise,” as “the posses- 
sion of local traffic,” as “ the possession of traffic held by 
established connections,” as “the benefit of economies 
made possible by density of traffic,” and “the fact of or- 
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ganization and vitality existing not only in the railroad 
but in other industries which it serves.” 

He was asked this question: “In the final result, does 
it make any difference what the elements of the non- 
physical property consist of ?” 

Ans. “ Not according to this rule.” 

Q. “ You named some of the elements. Now strike 
out every one of those elements except one, and would 
not the result be exactly the same as if they are all con- 
sidered ?” 

A. “The result in figures would be the same.” 

In amplifying this view of certain non-physical ele- 
ments as being “ property ” of a railroad which ought to 
be taxed, Professor Adams said: “A railroad is more 
valuable which runs through a territory full of bright, 
energetic people ;”’ also that “ intelligence, sobriety and 
willingness on the part of laborers to submit themselves 
to discipline are conditions under which industries exist 
and which make them succeed; that “the railroads of 
the North are more valuable than those of the South, on 
account of the nature of the employees and the people ;” 
and, while discussing the question of “ organization” 
and “vitality” as taxable elements, he said: “If the 
schools of Michigan were disorganized for a generation. 
the railroads would not be worth very much.” 

Other features and conditions, almost without limit, 
could, of course, be named which potentially affect the 
earnings and incidentally the value of railroads, such, 
notably, as the character of their traffic, and, above all 
other influences, the ability of their managers and the 
extent to which they can secure remunerative rates for 
their business; but who will capitalize these elements ? 

I do not understand that Professor Adams has made 
an estimate of values for “ traffic density,” nor for “ or- 
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ganization,” nor again for “ vitality,” any more than an 
estimate of value for the presence and efficiency of the 
Michigan schools. Why? Because they are, one and 
all, simply features of the good-will of a railroad, in the 
same way that similar features constitute the good-will 
of any business. The only means of valuing then sug- 
gested is by capitalizing earnings ; and, in its results 
and effects, it is an income tax, pure and simple, and it 
only confuses the subject to pretend otherwise. 

There is no income tax in Michigan, and no evidence 
that any other class of property in that state is taxed 
upon its good-will, as such. 


AD VALOREM LAW NOT AN INCOME TAX. 


Economists say that the fundamental idea of an ad 
valorem tax law is, that it rests upon property, without 
regard to ownership or the proportion of protection fur- 


nished, and without regard to the ability of the owner 
to pay a uniform rate to be levied upon all propertyfin 
proportion to its value. 

An income tax, on the other hand, rests entirely upon 
ability to pay, as measured by income. When the in- 
come is derived from property it is taxed regardless of 
the value of the property itself. Vacant land, however 
valuable, produces nothing to the income tax, while 
property, such as a telephone system, having small value 
apart from its peculiar use, may show large receipts 
which an income tax would reach. Governments de- 
cide which system, the property tax or the) income tax, 
is, on the whole, best suited to their condition and 
necessities, and it is easily conceivable{may adopt a sys- 
tem combining the two, that is, for taxing the land and 
all interests in land, and all tangible personalty, accord- 
ing to value, and likewise, taxing alljincomes, with ade- 
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quate provision against double taxation, that is, that no 
property which has paid the ad valorem tax shall in ad- 
dition pay an income tax. 

Such an income tax law would be carefully drawn, 
and all interests be guarded so as to ensure equality and 
uniformity between tax payers. But that is a totally 
different affair from an income tax administered as an 
ad valorem law, or an ad valorem law administered as 
an income tax. In the first case, income might be de- 
termined, not from actual receipts, but from expert cal- 
culations of what income ought to be produced from 
property having a certain estimated value. In the sec- 
ond case, value is determined from income capitalized. 
Still different is an ad valorem law administered with a 
social purpose, that is, through the selection of a certain 
class of property, and limiting all property in that class 


possessing income to a percentage return deemed socially 


sufficient, and capitalizing such property upon that per- 
centage, while all other property in the class is valued 
at cost of reproduction in present form, without regard 
to income ? 

A well-known economist recently made a public plea, 
on moral grounds, for taxing railroads and similar public 
service corporations by some mathematical rule that will 
eliminate the necessity for the exercise of discretion by 
assessors, saying that “opportunity for bribery gives 
equal opportunity for blackmail.” 

Anyone who will master the process of making a 
valuation of the different Michigan railroads under the 
so-called ad valorem system, as administered in that 
state, will find an amount of discretion, and an assort- 
ment of various kinds of discretion, that seems to be 
without parallel. 
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RESULT IS EXCESSIVE TAXATION. 


That the installation of this method in Michigan, if 
approved by the courts, will result in excessive taxation 
of railroads, compared with other property, goes with- 
out saying. 

Judge Grosscup deemed the capitalizing of the earn- 
ings of a street railway asa measure of the value of its 
franchise, consisting, as it does, in the monopoly of the 
streets of a great city, at the rate of six per cent, to be 
a fair rate, considering the risks and the necessities for 
renewals, etc. 

A commission of well-known experts, asked recently 
to find the proper scientific basis for compensating 
parties contracting with the government for pneumatic 
tube service, in order to allow investors a fair return, 
reported as follows : 

“That the investors be entitled toa return on their 
investment, over and above operation and ordinary re- 


pairs and maintenance, as follows: 


1. Interest on the actual cash investment 
2. Additional profit on the actual investment, in order to com- 
pensate for risks, necessary in order to induce investments, 3 to 6 
. Renewal fund, to be set aside for replacement of the prop- 
erty in 20 years 
> a COE OR FI cen patents ninth cet peninctbniin 


This amounts to saying that an investor, putting cash 
into a public utility plant, should have, as compensation, 
if his plant be of a sort that it may quickly be worn out, 
or become obsolete by reason of new inventions, or other 
displacement, of 14.23 per cent. 

If the plant be of an enduring character, as for exam- 
ple, a masonry dam, in the case of water works on a site 
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that is owned in fee, the risk of deterioration dimin- 
ishes ; and the total return which the investor may re- 
quire is reduced to 11.23 per cent. 

Such percentages, applied to the income of Michigan 
railroads, would manifestly produce a radically different 
valuation of those roads which have a surplus, from that 
announced. 

Capitalization of the $2,500,000 net earnings of the 
Michigan Central Company on the Grosscup plan would 
show a valuation of $41,666,000, instead of the $63,698,- 
479 upon the same property and the same income, as 
proposed by Professor Adams. 

Professor Emory Johnson, after full consideration of 
Professor Adams’ method, stated in evidence that, in his 
opinion, a correct application of that method to the 
Michigan Central would take the average of net earn- 
ings for a teu year period, and deduct therefrom 6 2/10 
per cent. on the valuation of the physical property, and 


capitalize the net corporate surplus remaining at 6 per 
cent., plus the tax rate. Computed thus, the value of 
the “franchise” of the Michigan Central was found to 
be $3,227,000, as compared with the valuation by Pro- 
fessor Adams of the same franchise for the same year at 


$18,259,880. 

Shall the amount of taxes which the railroad company 
must pay depend less upon its actual value and its actual 
income, than upon the question of what expert is em- 
ployed to fix the percentages and to make the calcula- 
tions ? 

Differences of opinion as to value in the Michigan es- 
timates were, by no means, confined to the franchise feat- 
ure. In the case of the Pere Marquette Railroad, for 
instance, the engineer employed by the State Board 
found a present value, based upon cost of reproduction, 
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of nineteen million dollars, while another equally com- 
petent engineer, representing the railroad company, de- 
termined the value of the identical property to be eleven 
million dollars. 


QUESTION OF RATE AS IMPORTANT AS QUESTION OF 


VALUATION 


But the question of valuations is, after all, only a part 
of the problem. If, in fact, the rate of tax laid upon 
the real value of other property in Michigan is ten mills 
on the dollar, or less, why should railroad property, upon 
any method or by any system, be required to pay a rate 
of sixteen and one-half mills? No consideration of the 
so-called Michigan plan can be adequate which ignores 
this feature of the case. Economists apparently devote 
themselves to the question of devising theories for se- 
curing a complete financial estimate of all the features 
of a railroad, when the question which might well en- 
gage their attention in this connection is, what part of 
this value shall be subjected to taxation, in placing the 
tax burden upon this class of property, the same as it 
in fact, rests upon other property, in proportion to value? 

Professor Meyer says that a railroad is worth what it 
can earn. Professor Seligman thinks that taxation of 
net receipts is a more equitable system of taxation than 
any other, and, speaking of the operation of the Ford, 
bill in New York. says that its object is to hit the differ- 
ence between the value of the tangible property and the 
total value of the corporation, or the good-will of the 
business. Professor Adams’ paper read to-day is devoted 
largely to showing that there exists a peculiar element 
of value in railway property, that may be reached for 
taxation by widening the jurisdiction of the general 
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property tax, so as to reach this peculiar value, mean- 
ing the value of the business as a going concern. 

The North-Western Railway, meanwhile, in the state 
of Michigan, with no change in its property and no 
addition to its earnings, finds its tax bill in the first year 
of this widening of the jurisdiction of the general 
property tax, leaping from $78,000 to $234,000, and the 
proportion of tax to net receipts reaching a modest one 
hundred and five per cent. 

It will not do to say that economists are not con- 
cerned whether railroads are compelled to pay more 
than an equal share of the taxes of the state, in propor- 
tion to the value of their property, compared with all 
the other property. That is the very question about 
which they ought to be concerned. The aggregate 
assessment made by local assessors upon the real and 
personal property in the Michigan counties in which 
the North-Western road is situated, is below fifty per 
cent. of the true aggregate of such property, and the 
tate levied thereon does not exceed ten mills; but the 


property of the railroad company, in the same counties, 
is assessed at over one hundred per cent. of full value, 
and a rate of 16% mills is levied upon that assessment. 
No fair-minded economist will justify such inequality. 
If, in the general assessment, through undervaluations 


and omissions from assessment, it results that the total 
valuation of the general property does not exceed thirty 
or fifty per cent. of value, that fact must have consider- 
ation in any logical or just administration of the ad 
valorem system. On the other hand, if income is made 
the test, a railroad is no more worth what it can earn 
than other property is worth what it can earn. If in- 
come is the most equitable measure of value, then pro- 
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vide an income tax that will reach the income value of 
all business enterprises alike. 


CAN EQUALITY BE SECURED BY TAXING NET EARNINGS 
DIRECT? 


The law of Michigan which we are now considering 
provides for the ascertainment of what is denominated 
the “ average rate” of taxation, by dividing the sum of 
the valuation of the general property of the state into the 
aggregate tax collected from the general property ; and 
this so-called “average rate”’ is levied upon every rail- 
road wherever located. 

Is it not feasible to ascertain by investigation what 
is the true aggregate annual income of the general prop- 
erty of the state, and deduce therefrom the proportion of 
such income which, upon the average, is paid in taxes 
by the general property, and fix that as the rate which 
each railroad company shall pay upon its net receipts? 

I am speaking now only of the economic, and not of 
the legal, aspect of the matter. Under the present sys- 
tem, we can draw from the general property, to compare 
with railroad property, no test except a local assessment, 
crude, contradictory, and made by the tax payers them- 
selves, or by those whom they elect to office, from 
which is deduced what is called an “average rate”’, to 
be levied upon railroads at excessive estimates of vaiue, 
derived from capitalizing their earnings at low rates. 

Economists can surely devise methods for ascertaining 
the proportion of earnings paid in taxes by property in 
general and applying such rate to the net earnings of 
railroads, which will produce less inequality and in- 
justice than grows out of such manifest maladministra- 
tion of the ad valorem law. 

If I do not misunderstand Professor Adams, he may 





309] Discussion on Tendencies in Railway Taxation 79 


not dissent, in principle, from this view of broadening 
the income tax. Referring to certain manufacturing 
industries doing business under conditions which may 
secure to the proprietors a return considered in excess 
of the normal return, he says: 

“ The government retains the right to regulate prices, 
if need be, so as to extinguish any surplus value”. 

He would doubtless be willing to add that the govern- 
ment, in addition to regulating the prices of such manu- 
facturer, may also tax him, if need be, so as to extin- 
guish any surplus value in his property. 

Are economists ready to inaugurate this tax system 
for such industries? ‘Take, for illustration, the bank- 
ing industry. That capital employed in banking enjoys 
a much higher return than that invested in railroads, is 
well known; and it therefore must be in excess of the 
normal. Shall government employ the taxing power 


as a means of extinguishing surplus value in the banks? 

It may be of comparatively little moment that owners 
of railroads protest against the application of these 
methods to their property, as a class, and to no other 
property; but it is a matter of importance to us all to 
know whither we are tending. 








OO ee et mS. 


— 





PREFERENTIAL TRADE BETWEEN BRITAIN 
AND CANADA 


ADAM SHORTT 


The question of preferential trade as between Britain 
and her colonies is one into which theory enters merely 
as one of the factors in a concrete situation. As every 
close student of practical affairs is aware, in concrete 
situations, doubtful or false theories often have much 
more weight and are far more real than true ones, in 
the sense at least of actually influencing actions and 
producing results. In dealing with concrete national 
policies we have, therefore, to ask such leading questions 
as the following: What do these people imagine they 
are doing? What are they actually doing? What can 
they be persuaded to attempt? And, if astray, how 
long will it be before they discover their mistake? And, 
very often, what kind of new mistake will be accepted 
as a remedy for the old ? 

Now, at first sight, it might seem strange that Canada 
should have any difficulty about preferential trade with 
Britain, when she apparently originated the scheme, 
first put it into practice, and still substantially stands 
by it, even if in modified form and with growing op- 
position on the part of special interests. In order, 
therefore, to show whence arose the present situation 
and what are its leading characteristics, it will be 
necessary to summarize a little tariff history in connec- 
tion with the advent to power of the Liberal Party in 
Canada and its policy in dealing with the tariff. 

The Liberal Party during its last period in opposition, 
from 1878 to 1896, had steadily opposed the principle 
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of a high protective tariff. In the interests of the 
public at large, but without prejudice to the manu- 
facturers, they advocated such freedom of trade as was 
consistent with a tariff for revenue only. They par- 
ticularly favoured the promotion of trade with Britain 
and the United States. Latterly they took comfort 
and encouragement from Mr. Cleveland’s campaigns for 
a lower tariff. As the people of Canada were beginning 
to discover that the prosperity promised by the National 
Policy was rather slow in arriving, the Liberal policy 


was rapidly making converts. Even Conservative 
leaders talked tariff reform, though the majority still 
adhered to the principle which had brought them into 
power and had for some time sustained them. The 
principle of reciprocal trade, on the basis of treating 
other countries as they treated Canada, had been fre- 
quently discussed, but came more definitely into view 


during the last years of Conservative rule. The propo- 
sition was given special point under the influence of 
the Dingley tariff, which greatly cooled the ardor of 
Canadians for better trade relations with the United 
States, and turned attention towards the value of the 
British market for Canadian goods and the possibility 
of a more favourable treatment of British imports in 
return. At the same time the Liberal Party, more 
particularly under the leadership of Mr.—afterwards 
Sir Wilfrid—Laurier, recognized the impossibility of 
altogether abandoning the principle of protection with 
reference to those industries which had been brought 
into existence through the National Policy, but which 
had never been able to outgrow their infancy. Still, 
the party continued to advocate a considerable read- 
justment and modification of the protective principle, 


6 
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in the interests of consumers and of industries natural 
to the country. 

Under such pledges, the Liberal Party came into 
power in 1896. Once in office, their views on tariff 
reform were still further modified. This was in some 
measure due to the representations of the manufacturers 
before a tariff commission which the new government 
appointed. Resentment at the anti-Canadian clauses 
in the Dingley tariff had been steadily growing, while 
the liberality with which Britain had treated Canadian 
imports was, by contrast, being more vividly realized. 
The Liberal Government, therefore, on succeeding to 
office, found itself between two fires. On the one hand 
it was expected to redeem its pledges to favour the 
consumer and lower the tariff, while on the other it was 
urged to respect the established system under which 
the industries of the country had been protected from 
hostile competition. The principle of reciprocal tariffs 
afforded a clue to a practical policy of ingenious com- 
promise, which would enable the government to claim 
the virtual redemption of its pledges, while at the same 
time avoiding the unpopular course of apparently 
turning the other cheek to the United States. 

By the new tariff policy of 1897, after a well con- 
sidered readjustment of various specific articles, in- 
cluding the raising of duties in a few instances, a 
general reduction of the tariff by 121% per cent, except 
on a few articles such as spirits and tobacco, was granted 
upon imports from all countries which admitted 
Canadian goods at equally low rates of duty. This 
seemingly sweeping reduction of the tariff, which con- 
stituted the redemption of the party pledges given while 
in opposition, was found on examination to apply to no 
considerable traffic outside that with Britain. In-virtue 
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of special clauses in British commercial treaties with 
Germany and Belgium, goods from these countries were 
also included, pending a denunciation of the treaties, 
which soon took place. As promised in 1897, a further 
reduction of the tariff took place the following year, 
increasing the preference to 25 per cent. As the device 
had proved a very popular one, and its limited applica- 
tion was now well recognized, the wording of the 
preference was changed from the general to the par- 
ticular, and the reduction specifically limited to the 
British Empire, although important sections, such as 
Australia, have not yet availed themselves of it. 

Thus the Canadian preference on British imports was 
the outcome of no bargain with the British Government, 
or of no theories as to the advantages of inter-imperial 
trade. It expressed no sacrifices on the part of Canada 
for the benefit of the mother country. It was under- 
taken entirely in the interests of Canada, and as, under 
the conditions of the time, the only advisable direction 
in which to carry out the oft repeated pledges of the 
Liberal Party. Their political opponents strongly 
criticized the preference on the ground of its being an 
infringement of the National Policy, and as certain to 
affect most injuriously the industries of the country. 
This position has never been given up and is still em- 
ployed in appeals to the manufacturing interests. But, 
as soon as it was perceived that the preference was by 
no means about to accomplish the promised ruin of 
Canadian industries, the Conservatives shifted their 
centre of attack, and made a vigorous assault upon the 
Government for having gratuitously granted to the 
mother country a valuable concession without exacting 
any sacrifice in return. 

This criticism, it will be observed, proceeded upon 
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two assumptions: First, that Canada did not undertake 
to lower the tariff upon British goods for her own 
benefit, but had made a distinct sacrifice of her normal 
interests for the express benefit of Britain; Second, 
that Britain would have been willing to alter her whole 
fiscal system and tax her world supply of food and other 
raw materials, as a return for the Canadian concession 
on less than five per cent of her trade. Neither of 
these assumptions was true. 

Nevertheless, under the influence of subsequent 
events, it has come to suit the tactics of the Liberal 
Party to accept the general interpretation of the 
preferential tariff, as a sacrifice made by Canada in 
favour of the mother country. It is represented, how- 
ever, as a sacrifice prompted by pure generosity, and 
thus as contrasting with the harsh and ungenerous 
Conservative policy of an eye for an eye and a tooth 
for a tooth. Of course the Canadian favour might or 
might not be met by some equivalent concession on the 
part of Britain, but as far as Canada was concerned it 
was, noblesse oblige. 

Tactically the Liberal position enjoys an immense 
advantage over that of its opponents, for, on the one 
hand, it proves the Liberal party to be much more loyal 
and at the same time magnanimous, than the Con- 
servatives, towards the mother country. And this has 
a fine local flavour, since the Conservatives have always 
attempted to pose as the party of loyalty, par excellence, 
and have affected a more or less pharisaical attitude of 
suspicion towards the implied republican tendencies of 
the Liberals. On the other hand, while exacting 
nothing from Britain, the Liberal Government may 
gracefully decline to concede further preferences until 
Britain has returned the compliment. Moreover, with- 
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out the embarrassing necessity of breaking any bargain, 
or receding from any agreements, the government may 
modify or withdraw any part of the preference, wherever 
it has a tendency to unduly stimulate the importation 
of British goods. This was actually accomplished, last 
session, in the case of textiles. 

And now as to the influence of the preferential tariff 
in stimulating imports from Britain or from the rest of 
the Empire. As the adoption of the preference hap- 
pened to coincide with the beginning of the recent 
period of economic expansion throughout America, in- 
creasing prosperity accompanied its career and led to its 
being well received. But it by no means had the effect 
anticipated by either friends or foes. Except in the 
textile trade and some sections of the metal industries, 
the preferential treatment of British goods did not 
specially stimulate importation; and even when, in 
1900, the preference was increased to 33% per cent., no 
appreciable difference was noted. Canadian imports all 
round have greatly increased during the preferential 
period, and British imports among the rest. But the 
significant fact is that, in spite of the preference, British 
imports have failed to increase at anything like the 
same ratio as those from foreign countries, as the fol- 
lowing table will show. Taking the values of goods 
entered for home consumption from the leading coun- 
tries of the world, and also the total imports, and com- 
paring the year 1896, which was the year before the 
introduction of the preference, with the year 1903, we 
have the following results : 
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VALUE OF GOODS ENTERED FOR HOME CONSUMPTION 
FROM 
Percentage 


1896. 190}. of 
Increase. 


Great Britain $ 32,979,742 $ 58,896,901 78 
United States 58,574,024 137,605,195 135 
France 2,810,942 6,580,029 134 
Germany .----.-.... 5,931,459 12,282,637 107 
a ae - 361,778 823,944 128 
Portugal 46,596 129, 192 178 

230,917 541.785 135 
Holland 299,852 1,270,540 324 
Belgium 920,758 2,800, 182 200 
Newfoundland 551.412 1,197,581 117 
West Indies 1,896,426 2,379,275 25 
Switzerland 332,120 944,727 182 





$10,587,480  $233,790,516 111 


That the preference has not arrested the downward 
tendency of the share of Britain and the rest of the 
Empire in Canada’s imports is further shown when we 
compare the percentages by decades from 1883 to 1903: 


PERCENTAGE OF CANADIAN IMPORTS OBTAINED FROM 
1883. 1893. 190}. 
ONE I ccticcntccsenss GF 35-45 25.19 
The British Empire 37-75 27.81 
Foreign Countries . 62.25 72.19 

That the decline is still continuing is shown from the 
latest statistics. According to the British trade returns 
for the first nine months of this year, as compared with 
the first nine months of last year, we have a decline in 
the British exports to Canada and Newfoundland from 
$44,108,215 to $42,618,460, or a loss of nearly one and 
a half millions in the last nine months. 

Taking the percentage of the total Canadian imports 
obtained from Great Britain and the United States re- 
spectively, in 1896 and 1903, and also the proportion of 
duty paid on British and American imports, we have 
the following : 
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——Percentages of Total——. —— Percentages of Total Duty——~ 
Canadian Imports ollected 
From G. B. om U.S. On Brit. Imps. On Amer. Imps. 


52.91 36.39 38.42 
25.19 58.86 26.52 46.0 

From this we learn that whereas between 1896 and 
1903 the percentage of British imports has declined 
from 29 to 25, the percentage of American imports has 
increased from 52 to 58. But on the 25 per cent. of 
British imports in 1903, notwithstanding the prefer- 
ence, 26 per cent. of the whole revenue was collected, 
while on the 58 per cent. of American imports only 46 
per cent. of the total revenue was collected. 

Now what these figures indicate, and what might be 
illustrated with much greater detail did time permit, is 
this: In the first place, we obtain from Great Britain 
mainly manufactured goods. Such raw materials as 
she sends us are, as a rule, not her own product. To 
considerably increase the importation of British manu- 
factured goods, beyond what we have always taken be- 
cause we needed them or could not produce them our- 
selves, would involve cutting in upon our own manu- 
facturers, as in the case of the textile and metal indus- 
tries, where under the preference the chief increase in 
British imports has been secured. Now our Canadian 
manufacturers strenuously object to sacrificing any part 
of the home market to competitors in Britain, and that 
they are quite capable of making their objections felt is 
evident from the partial repeal of the preference at the 
last session of the Canadian Parliament. Once assure 
them adequate protection, however, (and Americans will 
quite understand what that signifies,) and they have no 
serious objection to taking as much further protection 
against the world beyond the empire as the Canadian 
people may be willing to grant them, under the impres- 
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sion that thereby they are affording a preference on 
British imports. And if, in return for such a prefer- 
ence, the British public can be persuaded to place a duty 
upon those articles of food and raw material which we 
send them, when they come from beyond the Empire, 
the manufacturers will hold up both hands for it, since 
it may have a tendency to increase the number of 
settlers in Canada to become customers for their goods. 
In other words, if Britain will send us settlers and take 
their produce under a preference, our manufacturers will 
gladly supply the wants of the settlers for manufactured 
goods. It is only fair, however, to many of our more 
straightforward manufacturers to say that they regard 
such proposals in their proper light. Having too much 
respect, alike for themselves and their fellow citizens in 
Britain, they frankly declare that adequate protection 
to Canadian industry means the virtual abolition of any 
real preference to Britain. 

But Mr. Chamberlain himself, before he started out 
on his present strategic detour with a view to outflank- 
ing the colonies, was fully alive to the significance of a 
preference which involved as a basis adequate protection 
for the colonial manufacturer. Thus, in his address to 
the colonial premiers at the last Imperial Conference in 
London, having the Canadian preference in his eye, he 
said, “‘ But, so long as a preferential tariff, even a muni- 
ficent preference, is still sufficiently protective to exclude 
us altogether, or nearly so, from your markets, it is no 
Satisfaction to us that you have imposed even greater 
disability upon the same goods if they come from 
foreign markets, especially if the articles in which the 
foreigners are interested come in under more favourable 
conditions.” And, with special reference to Canada, 
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“in spite of the preference which Canada has given us, 
her tariff has pressed and still presses, with the greatest 
severity upon her best customer and has favoured the 


foreigner, who is constantly doing his best to shut out 
her goods.” Now this position, in the light of recent 
movements and discussions on the part of the Canadian 
manufacturers, is more valid to-day than it was two 
years ago. 

But, say some, when cornered on this point, let 
Britain supply the goods now furnished to Canada by 
other countries, such as the United States, Germany, 
France, etc., and the preference will surely aid her in 
doing so. The reply to this is twofold. In the first place, 
if the present preference of one-third has not enabled 
Britain to even hold her own with foreign countries, 
she will have still less chance of doing so when the 
tariff is raised all round. For one of the chief objects 
of the proposed increase is to shut her out of those lines 
in which she now has an advantage in the Canadian 
market. In the second place, a detailed study of Cana- 
dian trade with Britain and her leading foreign com- 
petitors, especially the United States, reveals the true 
reason Why neither the present preference nor any other 
that is at all within the range of practical politics, can 
greatly increase the proportion of British goods im- 
ported into Canada. 

Nearly sixty per cent. of Canada’s imports come from 
the United States, and when we examine them more 
closely, we find the great majority to be made up of 
such goods as coal, raw cotton, corn, wheat, raw tobacco, 
cattle and other live stock, petroleum, twine, carriages, 
machinery, settlers’ effects, fish, farm implements, India 
tubber, coin and bullion, etc. More than one-half of 
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the American imports are free goods, many of them, in 
consequence, going to swell the volume of our exports 
to Britain. Of the dutiable goods a very large propor- 
tion consists of materials, implements and articles 
which are really not produced in Britain, or not in such 
forms as are at all suited to Canadian needs. 

Canadians and Americans live under similar condi- 
tions on this continent, have practically the same fash- 
ions, habits, standards and methods of life and work. 
They use the same implements, machines, means of 
transportation, styles, materials and details of buildings, 
together with all their interior fittings. Hence, outside 
of those lines in which Britain already holds most of 
our trade, when we do not use Canadian, we desire 
American goods. When we examine our German, 
French and other imports, we find that a large propor- 
tion of them represent other phases of specialized trade, 
which cannot be shifted by preferential arrangement 
other than of the most drastic character. In the case 
of raw materials and goods of large bulk, where national, 
technical, aesthetic and other such qualities do not count, 
the trade can be shifted by preferential treatment, but 
these are either not furnished by Britain or she enjoys 
the trade already. Thus, so far as the preference has 
stimulated imports, it has been chiefly at the expense 
of the Canadian manufacturers who live by the tariff 
and suffer from its reduction. Unless, therefore, we 
sacrifice to Britain bodily those industries in which her 
goods are capable of supplying our markets, there is 
little else that we can put in her way by fiscal arrange- 
ment. This, then, is the chief explanation of the un- 
favourable statistics connected with the preference. 

On the side of Canadian exports to Britain, we cer- 
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tainly have nothing of which to complain, for we 
already find in Britain by far the largest, most natural, 
and most accessible market which we have. At present 
she takes 58 per cent. of our total exports, and that 
without any sacrifice on her part, but simply because 
she finds it profitable to do so. This is a market capa- 
ble of still further expansion if we continue to im- 
prove the quality of our exports, as indeed we have 
been doing, and this is surely the only safe basis upon 
which any country can hope to expand its trade. We 
have no need, therefore, to clamour that extra burdens 
shall be laid upon our fellow citizens in Britain for our 
benefit, especially when these burdens must affect, not 
the luxuries of the rich but the most elementary neces- 
saries of the life and industry of the masses. 

Further, it is an entirely uncalled for reflection upon 
our country and our people to represent the one as 
capable of attracting settlers and capital only on the 
precarious basis of a bounty obtained from the British 
tax-payer; or the other as certain to repudiate the 
British connection and resign their national indepen- 
dence to another connection, unless the people of Britain 
bestir themselves to beguile us once more within the 
leading strings from which we have escaped. The fact 
is that our own national future, with its many problems 
and possibilities, is opening out before us with such 
attractiveness and with such responsibilities that, while 
it is our obvious policy to maintain good relations with 
all the world, it would be the height of folly to tie our- 
selves up under any hard and fast obligation, either 
commercial or political, for, in view of our constantly 
changing circumstances, these might prove most em- 
barrassing within a very short time. A country in our 





92 American Economic Association [322 


position must, in the light of its own experience and 
that of its neighbours, retain a perfectly flexible com- 
mand of its policy and relationships. In that position 
we shall be in line with the very best traditions of 
Anglo-Saxon freedom. These also are the only terms 
upon which we shall be able to retain our respect, 
affection and loyalty towards the mother country, in 
whose traditions we are proud to share, but which we 
can only retain with true British self-respect when they 
appeal to the obligations of honour, not to the obliga- 
tions of requisition. 





PREFERENTIAL TARIFFS AND RECIPROCITY 
G. E. FOSTER 


I. PREFERENTIAL TARIFFS 


Since 1879 Canada has enacted tariffs based upon the 
principle of protection. These tariffs have varied from 
time to time, both as to the range of dutiable articles 
and the rate of duty imposed, and have all included a 
varied and generous free list made up principally of 
raw or of partly manufactured materials for use in the 


production of finished goods. 

The average rate upon dutiable imports has not been 
excessive. In 1879 it was 23%%; in 1887 283%; 
it reached its highest, 3134 %, in 1889; in 1896 it had 
declined to 30%, and in 1.303 stood at 27.15%. The 
free list has always been large, running from 70% of 
the total imports in 1879, to 61% in 1896, and 60% in 
1903. 

In 1897 the following clause was enacted as section 17 
of the tariff act of that year: ‘That when the customs 
tariff of any country admits the products of Canada 
on terms which, on the whole, are as favourable 
to Canada as the terms of the reciprocal tariff herein 
referred to are to the countries to which they apply, 
articles, whether the growth, produce or manufacture 
of said countries, when imported direct therefrom, may 
then be imported direct into Canada or taken out of 
warehouse, for consumption at the reduced rates of duty 
provided in the reciprocal tariff set forth in schedule D.” 

This was in effect a general reciprocity clause under 
which imports from free trade and low tariff countries 
came into the Canadian market at the reduced rates with- 
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out any return advantages to Canadian exports in their 
markets. In addition thereto, owing to the existence 
of the Belgian and German treaties with Great Britain, 
imports from these countries received the benefits of 
the Canadian reduction without giving any return ad- 
vantages to Canadian exports. And, still further, any 
countries having most favoured nation clause treaties 
with Great Britain could claim the like favoured en- 
trance for their exports to Canada. 

This situation was relieved by the denunciation on 
the part of Great Britain of the Belgian and German 
treaties, and, on the part of Canada, by the repeal of 
section 17 above referred to, and the substitution 
therefor of a special preferential clause applicable to 
the British Empire alone. ‘This was done in 1898 and 
the preference was fixed at a reduction of 25% of the 
general duty. In rg00 the reduction was increased to 
33% % at which it still remains. This preference does 
not apply and is not meant to apply to any but British 
countries. It is now operative in respect to the United 
Kingdom, Bermuda, British Guiana, the British West 
Indies, British India, Ceylon, the.Straits Settlement, 
New Zealand, the Cape of Good Hope, Natal, the 
Orange River, the Transvaal and the British terri- 
tory of South Rhodesia. The above legislation was 
the result of a somewhat prolonged discussion and of 
resolutions of intercolonial conferences held in Canada 
and London looking to the betterment of trade rela- 
tions between the various members of the Empire. 
The idea met with a ready and hearty response in the 
Colonies but was less generally approved in the United 
Kingdom, owing first to the existence of certain 
favoured nation clause-treaties between it and other 
European countries and, secondly, to the fact that its 





325] Preferential Tariffs and Reciprocity 95 


full practical operation required a modification of the 
accepted practice of free trade. The action of 
Canada in 1898 in granting a preferential treatment to 
the products of Great Britain, without stipulating for 
any return, encouraged and stimulated the friends of 
the movement everywhere. The result has been the 
adoption of the principle by most of the colonies and 
the formation of a very large and influential body of 
sentiment in its favour in the mother country, and the 
establishment of an active propaganda for its adoption 
there under the leadership of the Right Hon. Joseph 
Chamberlain. 

Imperial preference contemplates an arrangement by 
which each British country grants a preference to the 
products of every other in its markets to such degree 
and on such articles as it may deem best, and, by thus 
giving an advantage to the British exporter over the 
foreign exporter, emphasizes the family relationship 
and stimulates production and trade within and 
throughout the Empire. Each keeps its own absolute 
and separate powers of fiscal legislation unhampered by 
treaties and without interference by any others. The 
scale of duties that for revenue and protective purposes 
each deems it wise to enact, is entirely within its rights 
as to amount, items and changes to suit altered con- 
ditions; only, whatever these may be and however they 
may be changed, a member of the family, by having a 
preference, is secured a more favorable position than 
the foreigner. This does not preclude and may invite 
conference between the several members as to the ex- 
tent and degree of preference to be given and in order 
to ensure greater permanence and wider effect. Inasmuch 
as all parts of the Empire, except the United Kingdom, 
have general tariffs, the basis for preference exists on 
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their side and the preference itself is easily made 
mutual as between them. 

The United Kingdom which has no general tariff 
must, in order that the idea of mutual preference may 
be completely realized, so far modify her present system 
as at least to place a small duty upon certain staple 
natural products such as the Colonies produce, such 
duties, however, to be remitted in whole or in part as 
regards imports from the Colonies. If at any future 
time, she were to adopt the protective system generally 
the preference could be applied and extended as is now 
done by Canada and the other Colonies. 

Public sentiment in Canada is undoubtedly over- 
whelmingly in favor of the preferential system. As a 
theory it was advocated by the leaders of both parties 
previous to 1896, and has been supported by both parties 
since its enactment in 1898. In the press and on the 
platform it receives general commendation and support. 

It is true that Canadians and Colonials generally, as 
well as Preferentialists in Great Britain, desire a mutual 
preference and do not consider the arrangement com- 
plete until the mother country puts herself in the fiscal 
position to make a return preference to such a degree as 
can be done without detriment to her own vast interests. 
But they are patient and considerate of what such a 
step involves and are content to have it worked out 
gradually in both time and extent. 

Preference is desired from at least two considerations : 
business and imperial, and the greater of these is the 
latter. At no time in the history of the Empire has 
the trend been more strongly and unmistakably in the 
direction of unity and closer co-operation. The very 
growth and extension of the national Canadian feeling, 
which, since confederation, has been so noticeable has, 
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instead of making for independence, only strengthened 
the feeling of loyalty to the Empire and stimulated the 
desire to co-operate in its development and share in its 
advantages. The revelation of our immense and varied 
resources, and the pride and confidence in the future 
which these inspire, marches side by side with our 
better understanding of the resources of our sister 
colonies, and both flash their irradiating light upon an 
imperial future which shall possess the greatness and 
dignity and commanding mission of a world wide con- 
federation united under a common flag and with a com- 
mon ideal. This Empire embraces within its bounds 
every variety of climate, soil and production, every 
element of enterprise and adventure, and every possible 
form of growth and development. In it are continents 
and islands, arctics and tropics, rivers, lakes, sea, 
oceans, prairies and mountains, variety of races and 
creeds, literatures and philosophy, newness unexplored 
and antiquities of the most ancient, all combined in a 
vast imperial inheritance, glorious in memories and 
vivid in unrevealed prospects. To hold common citi- 
zenship and possess common rights in so vast and 
wonderful a confederacy inspires the heart and fires the 
imagination, and the age of steam and electricity re- 
duces all this vastness to a practical sphere of obedient 
direction and easy regulation. 

Every year in the last quarter of a century has con- 
tributed its quota of wider knowledge and better under- 
standing and has increased co-operation among the 
members of the Empire. 

Colonial burdens are shared by the mother country. 
Imperial burdens are shared by the Colonies and great 
inter-Imperial enterprises are shared by both. As the 
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powers and independence of the Colonies have grown, 
the trust and confidence of the mother country have in- 
creased. The test of empire has been applied even to 
the decisive arbitrament of war, and the great fact es- 
tablished that the children of Greater Britain are as 
ready to fight in defence of the Empire as the children 
of the North Sea Isles have for centuries been to found, 
sustain and defend the Colonies. 

From this broad and fertile soil of sentiment and 
union of effort has sprung the conviction that co-opera- 
tion in trade has its part to play as well. All the ele- 
ments of interchange exist within the Empire, every 
variety of product is found there. The adventurous 
sea laves every shore inviting to commercial enterprise 
and intercourse. Two values and two profits in produc- 
tion and exchange are possible within the Empire itself 
for the stuff of every commercial transaction, and the 
profits of carriage as well. Cottons in Africa and Asia, 
wools in Australia and the Cape, wheat in Canada 
and India, butter and cheese and meats, tropical fruits 
and sugars, tea and coffee, precious stones and metals, 
all can be produced in the Empire, finished within the 
Empire and exchanged within the Empire, and the 
added wealth of all expended therein ; all to the advan- 
tage, the progress and the strength of the Empire. The 
adventurous progeny of the old lands can find preferen- 
tial ground suited to them, and though changing from 
one clime to another still be retained for the Empire. 
The billions of money and the millions of producers 
that now go out of the Empire to stimulate production 
and build up strength in foreign and hostile countries, 
could in great part be kept within the Empire and with 
inestimable gain. 
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These are samples of the considerations which form 
the hard business basis of imperial preference, and, 
from these, details easily fashion themselves in endless 
variety, and both go to prove that the business reasons 
for preference are not merely selfish and ignoble. 

As to the results in a commercial sense of the prefer- 
ence, initiatory and one-sided and brief as it has been 
in its course, it may be cited statistically that from 1900 
when it became practically operative to 1904 the im- 
ports into Canada from the United Kingdom have in- 
creased from $44,000,000 to $61,700,000 and the ex- 
ports from Canada to the United Kingdom from 
$96,000,000 in 1900 to $117,500,000 in 1904. How 
much of this increase has been due absolutely to the 
preference and how much to the general increase of 
trade in that period is a matter of opinion, but that the 
preference has tended to increase trade is undoubted. 
Figures of trade exchange are, however, not by any 
means all or the best indicia of progress. The mutual 
interest excited, the greater knowledge diffused, the 
feeling of common citizenship aroused and the union 
of sentiment and ideal induced, are much more far reach- 
ing and powerful, and their influence is enduring and 


productive. 
2. RECIPROCITY 


I now come to the second branch of my subject, re- 
ciprocity : 

This word has had little or no meaning in Canada 
except in relation to the United States. With no other 
country, except in a very limited degree with France, 
have we ever had a reciprocal treaty, and with few 
others have any negotiations been had with a view of 
obtaining such a treaty. But with regard to the United 
States, reciprocity and the controversies connected with 
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it have been familiar to Canadians for the last half 
century. 

In early times reciprocity with the United States was 
looked upon as almost essential to anything like com- 
mercial prosperity. These were the days when ocean 
voyages were long, dangerous, and costly ; when British 
markets were distant and returns tardy; when we were 
mainly sellers of staple natural products, chiefly of lum- 
ber and fish and live animals; when we manufactured 
little and bought our finished goods mostly from abroad ; 
when our transport system was in its infancy and con- 
fined mainly to the natural waterways, and when our 
Provinces were scattered and disjoined. 

To our people the United States markets, owing to 
propinquity and large consuming population and diver- 
sified manufactures, seemed both for buying and selling, 
a necessity. The repeated endeavors of Great Britain 
at last succeeded in negotiating the Elgin Treaty, which 
went into effect in 1854, and so remained until, after 
denunciation by the United States, it was terminated in 
1865. 

Thereafter a series of attempts at renewal of the old 
Treaty or negotiations fora new one was made by suc- 
cessive Canadian Governments, and in some instances 
arrangements were practically agreed upon, but in the 
end were not ratified by the United States. 

These repeated refusals and the sharply effective 
answers made by the McKinley and Dingley Tariffs, 
which practically prohibited the export of their agricul- 
tural and animal products to the United States, cooled 
the ardour of Canadians towards reciprocity and threw 
them with increased diligence into the cultivation of 
their already rapidly expanding trade with Great 


Britain. 
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But other factors have entered into the question. The 
Great West of the United States has, since 1850, been 
developed with its immense production of cereals and 
cattle. Vast transport systems have brought these into 
quick and cheap connection with Eastern United States 
consumers, and the consequent competition has rendered 
these markets less valuable to Canadian farmers. 

The impetus given to Canadian industrial life by the 
protective system adopted in 1878 has lead to a volume 
and diversification of manufactures, which supplies in 
part and is destined to supply more fully the home 
markets, and this inclines us to bar the way for easy 
competition to the increasing and over-abundant manu- 
facturing capacity of the United States. 

The Canadian transport system has entered upon a 
course of rapid and efficient development, and this de- 
velopment has taken on an east and west trend, looking 
to the stimulation of production throughout the whole 
Dominion and the carriage of Canadian products east 
and west for distribution, and, as far as exports are con- 
cerned, to the upbuilding of national ports. 

The area and variety of profitable production has 
thus been immeasurably widened, and this, with the 
great revelation of natural resources and capabilities, 
undreamed of in the olden time, has materially changed 
the problem. 

Instead of segregated sections, each in close natural 
affinity with the great cities of the United States con- 
tiguous thereto, there is now a vast and broad belt of 
united country, stretching across the Continent, in most 
parts well watered, fertile and easily cultivable, in other 
parts rich in lumber and minerals, already well served 
by parallel trunk lines of railway which are yearly 
throwing out their lateral feeders into every eligible 
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district, and with admirable water communications for 
many months in the year. 

The increase in production has already been enormous 
and this is but the faint promise of future yield. Cities 
are springing up, marts of trade and commerce, full of 
enterprise and ambition. New thoughts are stirring, 
new ideals have been created and new hopes are 
cherished. To-day changed conditions and a new out- 
look confront aud confound the advocates of old time 
reciprocity. 

From 1867 till 1904 no election has taken place for 
the Federal Parliament in which reciprocity in some 
form was not a dominant factor. In 1891 it was practi- 
cally the sole issue in the form of unrestricted exchange 
of commodities between Canada and the United States, 
and involving discrimination against the mother coun- 
try. During the Federal elections just closed it was 
either not discussed, or if it were, it was by the way of 
condemnation rather than of approval. The main issue 
of the Grand Trunk Pacific was pressed by the Govern- 
ment on the ground that it was needed as a national 
road, designed to prevent the commerce of the Canadian 
West seeking an outlet through United States routes 
and ports. As a live issue it does not exist. I question 
if at present it can be galvanized into any decent sem- 
blance of activity. The most that is said in its favor is 
that if any move is to be made in that direction, it must 
come from the government of the United States, that the 
réle of petitioner has been abandoned by Canada, and 
that even were an advance so made, the response thereto 
should be a very guarded one, and it is doubtful if any 
favorable response could be given to any proposition 
going beyond the field of natural products. Even as 
regards this, the question arises as to whether these 





333] Preferential Tariffs and Reciprocity 103 


should not be preserved for finishing in Canada, to the 
end that their greatest values might be exported, and 
that skill and labor either developed within the coun- 
try or attracted from abroad, should be employed in 
imparting the added values, in distributing and carry- 
ing the finished products, and in securing the vast inci- 
dental advantages for the enrichment and enlargement 
of our own country. 

There is a growing indisposition to set the currents 
of trade by hard and fast treaties, lasting for a definite 
period and then subject to denunciation by a power 
which has different national aims and ambitions. The 
hold thus given to the more powerful participator, the 
confusion possible from an abrupt closing of the gates, 
and the consequent necessity for opening new avenues 
of trade at great trouble and expense create a situation 
fraught with menace and peril. There isa growing 
appreciation, too, that any setting of the currents of 
trade by virtue of tariff preferences between the mem- 
bers of the same Empire would be less liable to sudden 
change through caprice or hostile interest. The differ- 
ences are patent between trusting your fortunes to the 
family or to outsiders, however respected and estimable 
these may be. 

For the limited reciprocity that is possible it would 
seem that the better mechanism to be employed would 
be for each country to facilitate, by reductions or aboli- 
tion of duties, the entry of what it desires from its 
neighbor. For instance, if the United States needs our 
wheat for its mills it can facilitate the imports by reduc- 
ing or abolishing its duty thereon, just as Canada 
secures corn for food purposes by making United States 
corn free in her market. 
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Canada has also a deepening sense of the unfairness 
of present tariff legislation under which Canadian 
products are debarred by almost prohibitive rates from 
entering the United States, whilst over her far lower 
tariff United States products are poured into Canada. 

The United States, as a market, is becoming every 
year less valuable to Canada. Of all agricultural and 
animal products which she could sell to the United 
States, in the face of severe home competition, she can 
sell far more to Great Britain, which has no home sur- 
plus to throw into the competition, but where there is 
instead a chronic deficiency. Her fish products the 
United States must, in a large measure, have for its 
enormous population, whilst the great preserves of her 
lumber stand to be needed to an extent which will, by 
and by, over-ride duties, owing to growing consumption 
combined with diminishing resources in the United 
States. 

Leaving the field of natural products, the feeling is 
growing strongly in Canada, that her prosperity is 
wrapped up in peopling her comparatively empty, but 
vastly productive stretches, in the diversification and de- 
velopment of her industrial life, and that her true policy 
is to make up her own and imported raw resources by 
the employment of skill, and labor, and capital within 
her own borders, and thus increase her population, en- 
large her home market, and enrich her people with the 
wealth thus produced. 

The recent trek of United States farmers to her fer- 
tile fields, and the translation of United States industries 
to her towns and cities, with all the employment and pro- 
duction that results, have set the most ardent free 
traders thinking. 

The national sentiment has become robust, and if we 
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are to persist, we feel that we must enter whole heart 
ediy into the development and population of our im- 
mense areas. A reciprocity which would tend to make 
us dependent on the United States for our manufactured 
goods, to draw off our great natural products, to be fin- 
ished there; to starve our great lines of railway and 
ocean ports, has no powerful claims upon a young, vig- 
orous and hopeful race of nation builders. 

In fine our feelings and our affiliations are for the 
Empire and thither are we drawn, ourselves a vast and 
vaster coming part thereof. 

A few years more and reciprocity as our fathers un- 
stood it, will have reached the vanishing point in 
Canada. 








DO RECIPROCALLY PREFERENTIAL TARIFFS 
TEND TOWARDS FREE TRADE? 


A. W. FLUX 


In this paper it is proposed to deal with some of the 
aspects of preferential tariffs and reciprocity in which 
Canada’s relations to the mother country and to the 
United States do not form the most important or prom- 
inent feature. I fear I may detain you with common- 
places or with repetitions of what is familiar, especially 
in view of the recent volume on reciprocity in which 
Professor Laughlin and Mr. Parker Willis have so care- 
fully examined that question, reaching results with 
which I am not disposed to attempt to quarrel. Even 
the trite and the commonplace may sometimes not be 
superfluous, however. 

The commercial treaties of the last generation, in 
Europe at all events, have differed from those of former 
times in one feature of fundamental importance, in that 
the concessions, granted in each such treaty between 
one power and another, have, by the operation of 
the “ most favored nation” clause, been extended to 
the entire group of nations bound by treaty to either of 
the contracting parties. The policy of “reciprocal 
preference’’ is in direct conflict with this practice, and 
expresses rather a revival of the practice of earlier cen- 
turies in the matter of trade treaties. So prominent a 
place in public interest has been taken by the preferen- 
tial arrangements made, of late years, within the British 
Empire, and by the policy of reciprocity, as understood 
in the United States, meaning reciprocal concessions 
made between two countries by treaty, and not extended 
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to others by either of them, that it seems worth while 
to ask whither such a policy tends. 

In a general way, though for vague and ill-defined 
reasons for the most part, there seems to be a belief 
that reciprocity is a kind of half-way house to free trade. 
That belief, I shall suggest, is hardly justified either by 
the logic of the case or the experience of the past. The 
reduction of the tariff of one country as against a 
second may be judged from either of two standpoints : 
namely, from the point of view of the advocates of tariff 
for revenue only, and from that of the believers in tariff 
for protection. 

It need hardly be recalled to your thoughts that the 
revenue-tariff advocates would find the advantage 
afforded by lowering the tariff, or any particular item 
of it, not in the privilege conferred on other nations by 
permitting them a freer access to the protected market, 
but in the gain to the nation which relieved its industry 
from the pressure of the tax in question. The desira- 
bility of the reduction is, from this point of view, not 
dependent on reciprocal action by one or more other 
nations. If those other nations can be induced to 
remove yet more of the fetters which hamper industry, 
the gain is by so much the greater. If it were admitted 
that the reduction worked injury to the nation propos- 
ing it, compensation for that injury might be essential. 
But the free-trader, who accepts a tariff as a fiscal meas- 
ure, and endures its evils as less than those of, say, an 
income tax, does not need to find other compensation 
than that to the revenue for reducing import duties.’ 


Incidentally it may be recalled to mind that, if the rates of the 
tariff are not required by fiscal necessity to be such as develop the 
greatest possible revenue from any or all articles, it is desirable from 
the point of view of revenue that the rates be below, not above, the 
level proper for maximum yield. The need for greater revenue on 
emergency can then be more easily met by the process invariable 
followed in such a case, namely, raising the rates of duty. 
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The Canadian example (already referred to by Prof. 
Shortt) may serve as an illustration. The British pref- 
erence, when originally carried through Parliament, was 
a measure of tariff reduction. The choice being be- 
tween all-round reduction and a reduction specially 
affecting the mother country, the latter was chosen. I 
do not know that opponents of the preference base a 
case on the evils suffered by Canada through the reten- 
tion of the full tariff rates on foreign goods. The 
advantage sought by the reduced rates of the preferen- 
tial tariff was sought in benefits conferred on the Cana- 
dian consumer,' and in the encouragement given to the 
development of trade in a direction in which incidental 
benefits to Canada as an exporting country were looked 
for, and are believed to have been obtained. The belief 
is sedulously fostered by the protectionists that the 
advantages of the preference are enjoyed, not by Canada, 


but by England. It was not in that belief that the 
Fielding tariff was framed, unless I am greatly deceived. 
I do not deny that British manufacturers may benefit, 
and that Canadians may feel some satisfaction that 
British rather than, say, German manufacturers profit 


1 The following extracts from the speech of Mr. Fielding, when in- 
troducing the tariff on April 22nd, 1897, suggest the views stated, 
[c.f Debates, House of Commons, Dominion of Canada, Session 1897. 
Vol. 1, at pages cited]. 

‘*The Liberal party, in its platform at the Ottawa Convention, de- 
clared itself to be in favor of a reduction of the tariff. That pledge 
we have fulfilled today by substantial reductions in our general tariff, 
and still further by the large reductions made in our reciprocal tariff.” 
Pp. 1133-4. 

‘* And last, but not least, we give to the people the benefits of pref- 
erential trade with the mother country.”’ p. 1135. Later in the same 
debate, Sir Richard Cartwright said (c.f. p. 1256). 

** Lastly, Sir, and it is not the least important portion of our scheme, 
there is a reasonable chance of delivering Canada from tke dead-alive 
condition in which Canada was until very lately.” 
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by trade with Canada. This is, however, rather a pleas- 
ing incidental result than the primary object sought. 

Turning now to the consideration of a special reduc- 
tion of tariff as against one country in particular, from 
the standpoint of the believer in protection as a princi- 
ple, how does the matter stand? Justification can be 
found for such reduction in either of the following 
cases: (i) where the reduction of duties by one country, 
A, on the goods imported from another country, B, af- 
fects only products in which B has a special disadvan- 
tage in relation to the markets of A. The preferential 
reduction may merely put B on the same level as all 
other countries in competing for so much of the import 
trade of A as A’s interests permit to be open to foreign 
competition. This does not reduce the degree of pro- 
tection afforded by the tariff, and may serve as a con- 
cession with which to purchase favors. But would any 
generous response be likely to be evoked by an arrange- 
ment which merely placed B on an equality with other 
nations? Does such equality, with rivals of established 
position and no insignificant strength, present an open- 
ing for trade sufficiently promising and extensive to be 
worth purchasing at any considerable sacrifice ? 

(ii) The second case is where the importing country 
cannot dispense with imported supplies of particular 
commodities. The country best able tosupply its needs 
may, in such a case, perhaps, be favored with a gain to 
itself. Though the material for a bargain might be 
found under these conditions, the case for granting a 
special reduction of duty does not depend on the evoca- 
tion of reciprocity. The advantage is found in the bet- 
ter access to the most desirable sources of supply. Per- 
haps, too, the revenue might gain more than if there 
were an all-round reduction of this item in the list of 
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duties. But, inasmuch as it may be contended that the 
source of supply which is most advantageously situated 
will be least in need of special favors, the level of the 
tariff nay safely be fixed from considerations of revenue 
yield, or of the advantage to be gained from a supply of 
a desirable commodity on as cheap a basis as possible, 
in view of need for public revenue. In any case little 
promise of effective pressure for reciprocal favors is af- 
forded if the other party to the bargain be so placed as 
to depend very little on securing the favor. 

When proposals for reciprocity come to be considered, 
it is highly probable that the duties, the reduction of 
which is demanded by one country of another, will be 
precisely those which that other is most unwilling to 
reduce. If all are not in this category, some are tolera- 
bly certain to be, either on the one side or the other. If 
it appear that reciprocal concessions can be secured, 
which compensate for the reduced protection accorded, 
the arrangement has nothing about it to especially 
recommend it to the protectionist. The most charac- 
teristic of free-trade contentions is that the comparative 
lack of prosperity in one trade may be more than com- 
pensated by stimulus afforded specially to another or 
generally to a host of others. To grant that reciprocity 
may make preference advantageous, when, without re- 
ciprocity, it is injurious, is to concede the force of the 
economic condemnation of protection as a system. The 
protectionist cannot, and does not, advocate a kind and 
degree of reciprocity which adds to the freedom of trade, 
if he be consistent and logical. And the free-trader does 
not need the reciprocal concessions of another country 
to make a preferential reduction of duty worth institut- 
ing, if, from his point of view, it be worth instituting at 
all. Reciprocity as a condition of and compensation for 
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the reduction of tariff as between particular countries, 
the reduction not being extended to the outside world, 
that is to say, reciprocal preference, cannot, then, claim 
support on sound theoretical ground, either from free- 
trader or protectionist. The springs of action, are, how- 
ever, found, as Professor Shortt has pointed out, in false 
theories as well as in sound ones. It may be more pro- 
fitable, therefore, to turn from abstract considerations 
and proceed to consider some of the historical evidence 
bearing on the subject. 

How does the matter stand when we look at it, not 
from the point of view of theoretical consistency, but 
from that of practical experience? Surely the principle 
of reciprocity has done great and effective service in se- 
curing the reduction of tariffs! Are we sure of this? 
Is not the opinion that it has done so, unless that opin- 
ion be carefully qualified, based on a superficial view 
and hasty interpretation of facts ? 

Look at the case already quoted, that of the Canadian 
preference to British goods. The tariff of 1897 would 
have had lower rates on a number of items, if the de- 
bates on the measure are a guide, but for the expecta- 
tion that a treaty of reciprocity with the United States 
would be arranged in the near future, in view of which 
it was desirable to have something in hand on which to 
base a bargain. The expectation of exacting reciprocal 
concessions held the framers of the tariff back from 
proposing rates as low as the interest of their own nation 
called for.’ The wave of free-trade enthusiasm has 

1In the debate on the introduction of the tariff, among other refer- 
ences to the point we find the following: ‘‘if you make allowances 
for the special reservations which we have made for the purpose “ 


enabling us to treat on fair terms with our American friends. 
(Speech of Sir Richard Cartwright. Debates, etc., 1897. Vol. 1. 


p. 1242). 
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largely died away, and Canada has failed to enjoy the 
benefit of those lower rates during eight years through 
waiting for a reciprocal arrangement. Reciprocity 
seems as distant a prospect now as when the Fielding 
tariff was adopted ; in some ways more distant, since 
Canadians are less impressed with the idea that they 
stand to gain by reciprocity with the United States. 
Planning to lower tariffs through reciprocity—refusing 
to throw away the weapons with which concessions may 
be procured—has here distinctly deprived a free-trade 
campaign of part of its legitimate fruits. And this is 
no isolated case, but rather an illustration of what has 
taken place again and again, and is likely to recur. As 
long as free-traders permit their opponents to repeat the 
well-worn tactics, so long, in grasping at the shadow, 
they will miss the substance of their desires.” 

Even in the classical case of the Cobden treaty be- 
England and France in 1860, this view finds illustration. 
Of the reductions in the British tariff which the treaty 
conceded, we find Cobden writing to Bright: ‘“‘ We do 
not propose to reduce a duty, which on its own merits, 
ought not to have been dealt with long ago.” Whether 
Gladstone would have carried through the tariff reform, 
embodied in his 1860 budget, had there been no French 
treaty, and no reciprocal concessions, is hard to say. It 
is probable that that measure of reform would have been 
carried, and at approximately the same date, on its own 
merits, even without the aid of the French negotiations. 


Such is unquestionably the impression conveyed by the 


* See, for example, references in Mr. Fielding’s speech in the Cana- 
dian House of Commons, on April 22, 1897 (Debates, etc., 1897. Vol. 
I. pp. 1094-5), to the representations made by Sir Charles Tupper, 
in the Maritime Provinces, at the time of the introduction of the Na- 
tional Policy, that two years of the National Policy would suffice to 
secure reciprocity with the United States. 
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great financier’s own words, as set forth in Mr. Morley’s 
recent “ Life.” It was, perhaps, a fortunate accident 
that, in other countries as well as in England, the 
movement towards abolishing medieval exclusiveness 
had proceeded far enough to enable concessions from 
their side to be secured in return for what looked like a 
price paid by England. But in regarding the English 
concessions, it must not be forgotten that they were not 
restricted to the nations which gave something in ex- 
change for them. The sentence following that quoted 
above from a letter of Cobden to Bright reads: “ We 
give no concessions to France which do not apply to all 
other nations.” The spirit of such concessions is obvi- 
ous, and is emphatically opposed to the spirit of conces- 
sion of exclusive privileges to particular nations. That 
plan had been tried. Gladstone said :* “I have been an 
active party to the various attempts under Sir Robert 
Peel’s government to conclude such treaties, and was as 


far as possible removed from any disposition to the re- 
newal of labor which was in itself so profitless, and 
which was dangerously near to a practical assertion of a 
false principle, namely, that the reductions of indirect 


*Morley’s ‘‘ Life of Gladstone.’’ Vol. II, p. 21. In 1844 Glad- 
stone had defended the policy of endeavouring to secure recip- 
rocity treaties, and had aided in defeating resolutions, introduced 
in the House of Commons by Mr. Ricardo, enunciating the doctrine 
‘that the great object of relieving the commercial intercourse be- 
tween this country and foreign nations from all injurious restrictions 
would be best promoted by regulating our own customs duties as 
might be most suitable to the financial and commercial interests of 
this country, without reference to the amount of duties which foreign 
powers might think it expedient for their own interest to levy on 
British goods,’’ and urging that the diplomatic agents of the country 
should be instructed ‘‘ not to enter into any negotiations with foreign 
powers which would make any contemplated alterations of the tariff 
of the United Kingdom contingent on the alterations of the tariffs of 
other countries.’”” Cf Annual Register, 1844. 

8 
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taxation, permitted by fiscal considerations, are in them- 
selves injurious to the country that makes them, and 
are only to be entertained when a compensation can be 
had for them.” Had the attempts here referred to, to 
secure a commercial treaty with France, been successful, 
the reciprocity plan might be credited with assisting an 
important advance toward freer commercial conditions. 
But of those negotiations, looking to tariff treaties on the 
basis of reciprocity, Sir Robert Peel, speaking in the 
British House of Commons on January 27th, 1846, 
said: “‘ Wearied with our long and unavailing efforts to 
enter into satisfactory commercial treaties with other na- 
tions, we have resolved at length to consult our own inter- 
rests.” And Mr. Gladstone’s views in reference to the 
attempts to induce other countries to associate themselves 
with Great Britain in the reduction of tariff are expressed 
even more emphatically in the following passage: “ In 
every case we failed. I am sorry to add my opin- 
ion that we did more than fail. The whole operation 
seemed to place us in a false position. Its tendency was 
to lead countries to regard with jealousy and suspicion 
as boons to foreigners, alterations in their tariffs, which, 
though doubtless of advantage to foreigners, would have 
been of far greater advantage to their own inhabitants.” 

Is not this view borne out by the subsequent history 
of European tariffs? England frankly reduced her 
tariff for her own benefit. Other nations reduced theirs 
only in response to reciprocal reductions, thus acting as 
if the reductions in each case benefited other nations in 
the main. As soon as a change in sentiment set in we 
find that reciprocity entirely failed to keep tariffs low. 
It is true that we have the double tariff, a general tariff 
and a conventional tariff, the latter granting lower 
duties to the nations bound by treaty in tariff matters, 
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or the maximum and minimum tariff, a less elastic form 
of practically the same thing. But the minimum or 
conventional schedules are not, in general, strikingly 
moderate in the rates they embody. The tendency, 
moreover, is for these most favorable rates to be steadily 
raised. The maximum or general tariff may be made 
prohibitive, as a means of compelling the acceptance of 
the immoderate though lower rates of the conventional 
or minimum tariff. The maximum rates are a kind of 
“ big stick ” with which to enforce the acceptance, un- 
der the name of “ special favor,” of something in itself 
undesirable. The fixing of the limits of conventional 
concession, in minimum-rate schedules, now becoming 
the general custom, affords no kind of guarantee that 
reciprocal concessions will approximate to freedom of 
commercial intercourse, but rather the contrary. The 
stimulus to reciprocal concession is evanescent in prac- 
tice. The minimum rates are put high enough, speak- 
ing broadly, to meet the claims of the protectionist in- 
terests, and there is no kind of assurance that the secur- 
ing of those rates will prove attractive to other nations. 
England cannot secure tariff concessions because, it is 
said, she has thrown away her weapons. But how ef- 
fective have the weapons retained by the rest of Europe 
proved? Have they, for example, been effective enough 
to suggest that, as against either the United States or 
against Germany, Great Britain would have secured 
any substantial—indeed, any—reduction of rates below 
the levels actually granted to her? Two countries, 
with maximum and minimum tariffs, may say to each 
other: “ Grant me your minimum schedule, or you shall 
not get mine.” This imposes no restraint, apparently, 
on the increase of the rates of the minimum schedules, 
and the point is at last reached, at which it becomes 
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clear that the minimum of one country is conceived as 
not being worth buying at the price demanded,—name- 
ly, the grant of the other’s minimum rates. The actual 
position of the negotiations between Germany and Aus- 
tria appears to illustrate this, and to afford a fairly strong 
piece of evidence against the effectiveness of the retention 
of a tariff as a means of compelling others to abandon 
their tariffs. Fully persuaded that lowering their rates 
affords advantage, not so much to themselves as to their 
neighbors, the nations have proceeded in a fashion 
which reminds one of certain features of a popular 
American game,—each “raises” the other, and the 
“ bluff” goes on till it eventuates in tariff wars from 
time to time. If we can imagine how much higher all- 
round the tariff might have been had England, too, been 
in the game, we can conceive of the extent of the ser- 
vice done to freedom of trade by the refusal of that coun- 
try to abide by the “reciprocity” idea. It is true that 
Great Britain cannot initiate negotiations with other 
countries looking to mutual tariff reduction except in so 
far as this affects crown colonies. A result is that the 
points most important to Great Britain may fail to be 
raised. It will depend on the conclusion we form as to 
the extent to which other countries have been influenced, 
by the tariffs retained by their neighbors, to check the 
raising of duties, whether our estimate of the loss to 
Great Britain places that loss at a magnitude great 
enough to be worth avoiding at the necessary price, 
namely, the retention of duties not desired for other pur- 
poses and hurtful in themselves. 

Another noteworthy case in which it certainly seems 
as if reciprocity did enforce freedom of intercourse is 
found in Huskisson’s “ Reciprocity of Duties” Act of 
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1823,' which equalized the charges, etc., on foreign and 
British shipping in British ports, on condition that the 
treatment was reciprocated. It must not be forgotten 
that pressure from outside, threats of retaliation unless 
reasonable freedom was instituted, had a good deal to do 
with this measure. The numerous treaties concluded 
under the provisions of this act are a tribute to the 
wisdom of its framer, and the obligations under which 
his countrymen were placed to that reformer. But an 
even greater tribute to Huskisson’s foresight and sound 
common sense is found in the stimulus to England’s 
shipping evidenced by the record of its growth. It was 
the need of avoiding retaliation, on the one hand, and 
on the other, of giving a stimulus to trade and industry 
which would react on shipping, which made the liberal 
policy worth while, and we need not attribute its bene- 
fits to the fact that no country enjoyed the privileges it 
conferred without reciprocating them. The fact that, in 
the dark ages of commercial policy, people could be 
bluffed into regarding as desirable only because recipro- 
cated, a freedom which was, in truth, sufficiently desir- 
able in itself, does not demonstrate the wisdom of 
choosing to-day the same line of action. Is it an ade- 
quate reason, for taking the worse line of action, that 
others will not join in the better? In some cases, 
doubtless, but not as a general principle. To take this 
course, not to refuse to take it, is what needs special jus- 
tification on each occasion. 

In 1854, when the British coasting trade was opened 
to world-wide competition, the power to exact reciprocal 
concessions was reserved.? But public opinion in 1854 


1 4 Geo. IV, c. 77, and 5 Geo. IV, c. 1. 


* «Tf it shall be made to appear to Her Majesty that British vessels 
are subject in any foreign country to any prohibitions or restrictions 
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was so much in advance of what it had been in 1823 
that no waiting for reciprocity treaties or conventions 
was now necessary. The clause was never acted on, 
though reciprocal privileges were not granted, and are 
not granted to-day. The maintenance of freedom of 
shipping in British ports has rested on the belief that 
that freedom is, on the whole, to British advantage, in 
spite of that advantage being kept down by the failure 
of others toreciprocate. British advantage has not been 
sacrificed to the prejudices of other nations. Can it be 
alleged that the growth of the British mercantile marine 
discredits the policy? Is there any serious probability 
that an attitude of restriction on England’s side would 
haye extracted reciprocal privileges from the unwilling 
nations of Europe, or from the United States? Were 
England to have said to them, “Open your coasting 
trade to us or your ships shall be penalized in British 


ports,” she must have excluded them from her coasting 
trade if they had not thought it wise to admit her to 
theirs.’ 

The exclusion might have been a great disadvantage 
to them, but it would have been of some disadvantage 
to Britain, and she was not looking for opportunities to 


as to the voyages in which they may engage, or as to the articles 
which they may import into or export from such country, it shall be 
lawful for Her Majesty (if she think fit) by Order in Council, to im- 
pose such prohibitions or restrictions upon the ships of such foreign 
country, either as to the voyages in which they may engage, or as to 
the articles which they may import into or export from any part of 
the United Kingdom, or of any British Possession in any part of the 
world, as Her Majesty may think fit, so as to place the ships of such 
country on as nearly as possible the same footing in British ports as 
that on which British ships are placed in the ports of such country.’ 
16 and 17 Vict., c. 107. 

1 The actual experience in the matter of trade between the United 
States and the British West Indies during the years 1826-30 illustrates 
the point taken. 
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injure others, in the hope of reaping advantage from 
such injuries, indirectly, if not directly. It does not 
seein impossible that, in the future, the interests of ship- 


pers may appear no longer to require that British ship- 
owners should share with foreigners the trade between 
British ports, including under this designation ports of 
the Crown colonies and Eastern Dependencies of Brit- 
ain, if not those of the self-governing colonies. The 
latter would be not unlikely to desire inclusion in any 
arrangement specially favoring British shipping in Brit- 
ish ports. The revival of a provision of this Act of half 
a century ago would suffice for the purpose.’ 

The only conditions in which reciprocity would be 
likely to tend towards freer commercial intercourse are 
those where a nation does not clearly appreciate the ad- 
vantage of reducing its own tariff, while it is persuaded 
that reciprocal concessions are advantageous enough to 
outweigh the losses believed to be imposed on it by 
these reductions, and that they cannot be secured other- 
wise. The negotiations in such a case are reduced toa 
contest of wits, devoted, on each side, to forcing the other 
to reduce its tariff, while skillfully avoiding any import- 
ant reduction in return. Is that situation a promising 
one for an agreement embodying real steps towards 
freedom? Is not the encouragement of the delusion 
that no reduction of tariff is worth making unless some 
reduction elsewhere can be secured in return a greater 
hindrance to tariff reduction than the actual achieve- 

1 The reciprocity clauses of the 1854 Act were repealed in 1876 by 
the Statute Laws Revision Act, 39 aud 40 Vict., c. 36. It appears that 
the coasting trade of the United Kingdom was thrown open in the 
bill of 1849, as originally drafted, together with the foreign trade, but 
the clauses relating to the coasting trade were withdrawn, partly due 


to refusal of reciprocity by the United States. cf, Leone Levi, 
History of British Commerce, p. 301. 
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ments of reciprocity treaties are a help to that end? 
Such was the opinion of Mr. Gladstone, and recent ex- 
perience does little to dissuade from sharing in his 


opinion. 

In Canada to-day, there is probably a wide-spread be- 
lief in reciprocity as an abstract principle, but so far as 
reciprocity in the concrete, z.¢., with the United States, 
is concerned, the situation illustrates preceding remarks. 
It is believed that the reductions of tariff likely to be 
conceded by the United States are reductions which it 
is sufficiently in the interest of the United States to 
make apart from any equivalent secured from Canada, 
while, of the reductions likely to be demanded in the 
Canadian tariff,—whose level is, broadly speaking, 
much below that of the United States tariff,'—little is 
likely to appeal to Canadians as other than injurious to 
their country’s present interests. Waiting for reci- 
procity simply means that reforming energy is pent up. 
Each side seeks to keep unchanged, as a weapon for a 
future fight, duties whose reduction would be advanta- 
geous to the other, practically ignoring the question of 
whether the present reduction might not be of advan- 
tage to itself. 

As regards the preferential tariffs that have found a 
place in the customs régime of British Colonies, the 
spirit in which they are conceived serves to give point to 
preceding remarks. Canada, South Africa, and New Zea- 

1On Articles of food and animals the rates of duty charged in the 
United States average two and one-half times those charged in Can- 
ada; on manufactured articles for consumption the United States 
rates are fully twice the Canadian. These two groups yield about 
three-fifths of the customs revenue in each country. The average 
rates of duty on dutiable goods in the United States and Canada are 
about in the proportion of 9 to 5. Free goods comprise about 4o per 
cent. of Canadian imports, and about 43 per cent of United States 
imports. 
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land have instituted preferential tariffs applicable to 
British goods, and Australia is said to have the matter 
underconsideration. The idea prevalent in the Australian 
Commonwealth, as to the lines of a possible preference, 
seems to be in accord with that expressed in the New 
Zealand preferential policy. This policy has been in 
effect for but a few months—too short a time to make 
reference to its results. As to the plan, it includes no 


reduction of duty, except in the case of tea, which is 
placed on the free list, instead of paying 2d per pound. 


The rest of the changes consist of additions to duties on 
certain classes of goods when imported from foreign 
countries. The duty on cement is doubled when im- 
ported from countries not granted the preferential rates. 
Of this commodity, all but two-thirds of 1 per cent. in 
value of the import in 1902 came from the British 
Dominions... Then follows a group of articles on which 
the duty is increased by 50 per cent. when imported 
from non-favored countries. Of these goods 70 per 
cent. in value were received from the British Dominions 
in 1902. A third group, selected from the free list, 
have a duty of 20 per cent. placed on them when im- 
ported from non-favored sources. Of these a fraction 
under 75 per cent. in value were received in 1902 from 
the British Dominions. The entire list includes ten 
millions of the fifty-five million dollars’ value of imports 
into New Zealand in 1902. Of these $2,780,000 were 
imported from foreign countries, forming 30 per cent. of 
the entire import from foreign countries. That there is 
no expectation of a substantial reduction in purchases 
from foreign countries may be inferred from the antici- 
pation of an increase of revenue of $350,000 to $400,000 
from the increased duties. Even British possessions 
will not receive the advantage of the preferential rates 
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unless they respond, by concessions to New Zealand in- 
volving a sacrifice of revenue of like amount to that 
estimated to be involved in refraining from imposing 
these sur-taxes on their goods. Power is taken to 
arrange like reciprocity treaties with foreign countries 
on the same terms. Perhaps the actual amount of goods 
subject to the new surtaxes may be greater than repre- 
sented by the figures quoted, for the 1902 figures pres- 
ent, not countries of ultimate origin, but, in all proba- 
bility, countries of immediate shipment. The criticism 
of opponents of the measure, that it was a measure of 
protection, not of preference, seems justified. The 
example of the Canadian surtax on German goods shows 
that some (at any rate apparent) transference of trade 
may be effected by means of increase of duties against 
non-preferred countries. Thus there may be some ad- 
vantage to British producers, even though it be true 
that the change is one to higher duties on the whole. 
Should Australia adopt a similar plan, reciprocal prefer- 
ence between Australia and New Zealand would not 
involve any reduction of duties from the level at which 
they stood before the preferential plan was introduced, 
thus illustrating the position laid down in what precedes. 

The South African preference is a real reduction of 
duties, amounting to 25 per cent. of duties generally, 
and the entire remission of duties which are at 2% per 
cent. ad valorem, on goods from non-preferred countries. 
The Canadian preference similarly involves the real re- 
duction of duties, in spite of some preliminary adjust- 
ment of special schedules, making the actual reduction 
from previous rates less than the one-third at which the 
rebate of duty stands in general. But the prospect now 
held out is for a revision of the simple plan of a uni- 
form fractional reduction of duties. A general anda 
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preference tariff, on the lines of the familiar maximum 
and minimum tariff plan, is foreshadowed. We cannot 
tell on what principles the minimum duties are to be 
assessed. The recent change in the duty on certain 
classes of woollens, hitherto and still rated at 35 per 
cent. in the general tariff, is not very promising for low 


minimum rates where these rates really encourage im- 
portation. In place of a preferential duty one-third less 
than the general rate of 35 per cent., we have now a 
preferential duty of 30 per cent. The general appear- 
ance of the figures of imports does not support the view 
that the growth in imports of these goods has been 
entirely due to the preference. Taking the seven com. 
plete years since the beginning of the preference in 
1897-8, the proportions of the imports of these goods 
entered at preferential rates from Great Britain have 
been respectively 72.77, 71.55, 69.12, 72.34, 71.87, 73.08, 
76.22 per cent. The latest year shows a sudden in- 
crease, due, perhaps, more to the German surtax than 
to the British preference. Omitting this year, for that 
reason, we find that the imports from non-preferred 
countries increased between 1899-1900' and 1902-3 by 
approximately 20 per cent. The imports under pref- 
erence increased by nearly 45 per cent. ‘These propor- 
tions are very nearly the same as for all dutiable wool- 
lens imported. The stimulus to imports due to the 
preference cannot be measured by the entire increase of 
imports, but rather by something like 55 per cent. of 
that increase. As it appears that the reduction of the 
preferential rebate is not checking the growth in im- 
ports, perhaps even this overestimates the effect. The 
goods on which the change in question has reduced the 


1The preference was not limited to British imports till the end of 
July, 1898. Hence the figures of the first two years cannot be safely 
used in tracing the effect of the preference on British trade. 
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preference have been about seven-tenths of the wool- 
lens imported under preference, and something like one- 
fifth of all the goods from Great Britain affected by the 


preference.’ 


1In view of the deputation to the Government of Canada on Jan- 
uary 5, 1905, requesting the restoration of the old preferential duty 
on certain woollen goods, the following figures, showing, in greater 
detail than those given in the text, the imports of goods affected by 
the modified preference for the five years preceding the modification, 
may beof interest. They are shown in two sections : 

(A.) Cassimeres, cloths, coatings, overcoatings and tweeds. 

(B.) Felt cloth and fabrics, manufactures, wearing apparel and 
ready-made clothing, composed wholly or in part of wool, worsted, 
the hair of the alpaca, goat or other like animal, n. e. s. 

For comparison there are stated also the figures of 

(C.) Other dutiable woollens, comprising inter alia, blankets, car- 
pets and yarns. 


TOTAL IMPORTS INTO CANADA (ENTERED FOR CONSUMPTION) IN 
THOUSANDS OF DOLLARS. 


Fiscal Year. ; B. isd Aggregate. 
4,351 2,737 9,802 
4,102 2,644 9,944 
I90I- 4,382 2,970 10,947 
1902- 4,965 3,881 13,562 
5,621 4,191 15,159 


OF THE ABOVE WERE ENTERED UNDER THE PRETERENTIAL TARIFF. 


2,402 2,116 6,999 
2,307 2,057 71339 
IgOI- 2,390 2,328 8,061 
1902- 2,610 3,097 10,172 
1903- 3,233 3,519 11,880 


SHOWING THE FOLLOWING PERCENTAGES ENTERED AT PREFER- 
ENTIAL RATES: 


55-2 77-3 71.4 
56.2 77.8 73.8 
1g0I- . 54-5 78.4 73-6 
1902- ‘ 52.6 79.8 75.0 
1903- . 04.........- 57-5 84.0 78.3 
Why the B group has been associated with the A group in the rais- 
ing of the rate of duty under the preferential tariff, while the C group 
has been left unchanged, is not clear from the figures. 
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In view of the fact just detailed, and of the further 
fact that, although the reduction of the woollen prefer- 
ence was accompanied by some cases of increased prefer- 
ence, the latter affected articles of small relative im- 
portance, there is some justification for the feeling that 
a loss of no small part of the low-tariff effect of the pref- 
erence is in sight. But, it will be said, surely this is 
due to the fact that the reciprocal feature is lacking. 
On that I would say that, if Canada were prevented from 
adjusting her tariff according to her own views of her 
own necessities, through contract engagements with the 
mother country, though she might be induced to keep 
some items of the tariff lower than they would be made 
in the absence of such engagements, that low tariff 
might be purchased at too high a price. As has been 
said by leading British statesmen: Freedom is greater 
than Free Trade. 

But my point in adducing this illustration was this, 
that the most prominent note in the policy developed by 
British colonies, in their preferential tariff arrangements, 
has been the readiness to impose increased duties on for- 
eign imports as a handicap to these as against British 
goods, not to make the entry of British goods easy. 
This is readily intelligible from protectionist communi- 
ties, and, in insisting on it, I do not desire to undervalue 
the sentiment dictating the favors to the mother coun- 
try. But, alongside this sentiment, in the main equally 
prominent, is the desire to institute a higher maximum 
schedule rather than a lower minimum of tariffs. Pref- 
erence conducted on such a basis does little towards fur- 
thering freedom of trade. If, in order to purchase the 
concessions made by her colonies, Great Britain is to in- 
stitute duties on foreign imports, which her other inter- 
ests do not dictate to her, a net increase of obstacles to 
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trade, not a decrease, is in contemplation. The protec- 
tionist may possibly rejoice at the prospect. Not so the 
free-trader. Even were the ideal of “ Free Trade within 
the Empire,” within the range of practical politics, it 
would need clearer demonstration than has, as yet, been 
forthcoming, that the attainment of that end, combined 
with protection against all outside, would not add to the 
hindrances to British commerce, rather than subtract 
from them, and that, not merely in the present, but for 
a future long enough to carry us to the regions of vague 
speculation or pure prophecy. 

The actual operation of the plan of reciprocal conces- 
sion has not shown it as a serious check on a growing 
reliance on high duties. The trouble is the old one, 
that the protectionist nations of the world are constantly 
in the position of “ giving too little and asking too much.” 
If each of the parties to the negotiation is protectionist, 
the outcome is no substantial lowering of the barriers to 
free intercourse. If one of the parties believes in free 
trade, there is little, if any, need for the other to make 
concessions at all. Only if an unyielding adherence to 
protection is replaced by a willingness to moderate tariffs 
will there be prospect of reciprocity treaties which shall 
embody any substantial advance towards free trade. 
When embodied in a treaty, valid only for a limited 
term of years, and revocable on the usual short notice, 
these concessions are constantly in danger of being with- 
drawn. The fact that they are granted to foreigners 
tells against them everywhere and always. Since, to 
make them possible, some growth of free-trade senti- 
ment is a pre-requisite, it is suggested that the embodi- 
ment of that sentiment in an unconditional revision, 
slight or thorough-going, according to the strength of 
the sentiment, of the tariff of the country where the 
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growth is manifested, would be the most effective use to 
make of the sentiment in question. . 

The history of the reciprocity treaties of the Unlted 
States, and the rather considerable accumulation of 
treaties of the kind which have awaited action by the 
Senate so long that they must rather be considered as 
offers of favorable terms which have been rejected, than 
as manifesting a willingness on the part of the United 
States to soften the rigor of the tariff in exchange for a 
full equivalent secured in return, do not weaken in any 
degree the belief that the road to freer trade relations is 
not conspicuously easier or more certain via reciprocity 
treaties than via downright tariff revision. The too 
widespread belief that free trade is defensible only asa 
cosmopolitan policy needs to be dispelled, and the view 
that it is as a national policy that it calls for support 
substituted. What if we do confer benefits on others in- 
cidentally while seeking our own national advantage ? 
Let us fix our attention on the gains to ourselves rather 
than on the gains to others. If that sounds sordid, it 
works out in more generous action than the plan of wait- 
ing till others are willing to join us in seeking the gain 
consequent on the removal of commercial restrictions. 
That gain is not unadulterated. In particular cases, the 
losses may outweigh the advantages. But if and wher- 
ever we believe the gain to outweigh the loss, from our 
own national standpoint, the best policy is to seize the 
gain at once, by reducing the duties which hinder natu- 
tal development, either reducing all round, or in the 
trade with particular nations, as seems best. 

Let me say with some emphasis, before concluding, 
that Iam not arguing against preferential tariffs, but 
against the policy of limited reciprocal preference. If 
the force of public opinion is opposed to a general reduc- 
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tion of the tariff, but favors a reduction as against cer- 
tai nations, rather than a reduction on special items, 
there is a genuine increase of freedom, the future devel- 
opment of which should depend, not on the sentiment 
of other communities, but rather on that of the nation 
concerned. What I am opposed to is that attitude which 
requires or induces the adoption or retention of a pro- 
tective policy by other nations as a condition of favor- 
able terms of commercial intercourse with ourselves. 





DISCUSSION 
ON RECIPROCITY AND PREFERENTIAL TARIFFS 


H. PARKER WILLIS: In listening to the very signifi- 
cant papers just presented to the Association, there is 
one fact which stands out above others. This is the de- 
clining importance assigned to Reciprocity as a com- 
mercial expedient. It seems that the trend of the views 
expressed this afternoon is representative in a remark- 
able way of the drift of political and practical opinion 
the world over. At least two reasons why reciprocity 
is impossible and unsuitable as a commercial policy are 
being recognized. 

For the past fifteen or twenty years tariff reformers 
have been more or less inclined to regard reciprocity as 
a means of practicable tariff reform. It has been felt 
by many persons that, if a beginning could be made 
with a few articles or schedules, it might be possible, by 
gradual extensions of the policy, to bring within its 
scope enough articles to constitute on the whole a very 
respectable approach to free trade conditions. Experi- 
ence has shown, however, that it is no easier to secure 
a reduction of duty on a competitive article when such 
reduction is to carry with it a corresponding reduction 
in some foreign tariff, than to get the reduction when 
no such exchange is to take place. This amounts to 
saying that free trade opinion, backed by the self-inter- 
est of one group of manufacturers or other exporters, is 
of little if any more weight than when independently 
exerted. In such cases, the added support gained by 
tariff revisers from the self-interest of exporters is more 
than offset by the opposition of the protected manufac- 
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turers in the foreign country who conceive that their 
interests are affected by the proposed reductions. It 
makes no difference whether the conflict of interests 
here referred to occurs when the provisions of the recip- 
rocity treaties themselves are being shaped, or whether 
it is manifested when the agreements come up for 
discussion before some legislative body. The difficul- 
ties are there—and they are ineradicable. 

In practice it is, and must continue to be, impossible 
to make reciprocity by special treaty effective except 
where one country grants reductions on some article 
which it does not produce in return for similar reduc- 
tions granted by a foreign country upon articles which 
it does not produce, but the former does. As there is no 
reason, from the protective standpoint, for the existence 
of duties on non-competitive goods except as a basis for 
negotiation ; and as revenue considerations could in no 
case be expected to give way to reciprocity negotiations, 
tariff reformers have very generally come to the conclu- 
sion that reciprocity is not an idea with which they can 
have any dealings. This conclusion is even strength- 
ened when reciprocity assumes the form of maximum 
and minimum tariff proposals. In such tariff schemes, 
the minimum tariff is invariably put so high as to afford 
full protection to competing industries, the maximum 
remaining simply as a general threat as to what will be 
done if the tariff of some foreign country does not as- 
sume a desired shape. Thus, from the standpoint of 
the tariff reformer, reciprocity is either a farce or an im- 
possibility and in neither light does it appeal to him. 

During the past decade, also, reciprocity has been 
taken up by some minds among protectionists as a possi- 
ble mode of getting away with ease and dignity from the 
extreme protectionist position. They have not felt 
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willing to confess the need of tariff revision, although 
they have not been able to conceal from themselves the 
fact that conditions were rapidly becoming such as to 
call for a change which was almost certain to be de- 
manded by the consuming public. This was substan- 
tially the state of mind in which President McKinley 
found himself during the latter days of his life, accord- 
ing to those who were closest to him. Such protec- 
tionists have, however, invariably found themselves 
confronted with precisely the same difficulties as tariff 
reformers, though in a more aggravated shape, as 
soon as they attempted to put their notions into prac- 
tice. Where the effort has been made merely to lop off 
protection that has become superfluous through changes 
in prices, while retaining full and complete protection, 
foreign producers have speedily seen through the sham, 
and have declined to be hoodwinked. Where any real 
reduction of duties below the prohibitive point has been 
attempted, the difficulty has been greater by far than 
the mere reduction of the tariff without reference to any 
action on the part of foreign countries, while the sur- 
roundings and accompaniments of the movement have 
been such as to deprive it of the support of tariff re- 
formers or free traders. The result has been that pro- 
tectionists disposed toward temporizing or reform have 
quickly found that what seemed a short and easy road 
to change was more difficult than the familiar path. 
The growing recognition by tariff reformers of the fraud- 
ulent character of this kind of reciprocity has deprived 
politicians of the support they expected to get from their 
critics, while it has wholly failed to quiet the latter. 
For these two reasons therefore—namely, that reci- 
procity does not satisfy the logical sense of the tariff re- 
former and fails to meet the needs of the practical poli- 
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tician, the policy has rapidly declined in favor with both 
sides of the tariff controversy, or rather has never been 
able to attain the commanding position predicted for it. 
What is true of the United States is likewise true mu- 
tatis mutandts of foreign countries. 

The fact that reciprocity has maintained a place in 
political platforms, and has done some service as a local 
issue in the United States, besides acting as the basis 
for the scheme of an imperial tariff federation for Eng- 
land and her colonies, may seem hard to explain in view 
of the fact just alleged that the doctrine serves the 
purposes of neither the one side nor the other in the 
tariff controversy. Closer analysis shows that no such 
inconsistency as here appears really exists. 

Mr. Shortt has very clearly described the willingness 
of the British manufacturer to sacrifice the British con- 
sumer of agricultural products, while he has also sug- 
gested the readiness of Canadian producers to sacrifice 
the home consumer of their products through higher 
protection against foreign, non-British manufactures, 
nominally designed to compensate England for exclu- 
sive privileges to Canadian grain growers. This has 
been precisely the situation in the United States. The 
fact is that the protective controversy now seems to be 
entering upon a new stage in its development. Until 
recently, the control of the home market was the domi- 
nating conception of protectionists everywhere. But, 
with the growth of the trust movement and the devel- 
opment of the export-price system, there has grown upa 
distinct feeling among a class of our manufacturers that 
the home market is not enough, and that they must gain 
control of foreign markets for their goods in addition. 
In other words, the protectionists, having gained all the 
advantage over the consumer that they could ask, are 
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now showing signs of disintegration into groups, each of 
which would like to sell out the interests of the others. 
This is what is often called reciprocity, and it is from 
such small groups of producers, sectional in character— 
whether by chance of location or by interest—that the 
outcry for reciprocity comes and is maintained. 

In this connection, an interesting outgrowth of the 
reciprocity situation is to be noted. Mr. Shortt has 
very pointedly commented upon the possible friction 
growing out of trade preferences founded upon senti- 
mental instead of business considerations. The fact is 
that while it is to the interest of any country as a 
whole to have its commercial relations founded upon a 
business, rather than.a sentimental basis, it is the latter 
basis only, upon which appeals so manifestly ill-founded 
as the reciprocity arguments can succeed. As Mr. Hob- 
son has very clearly pointed out, in his work on Impe- 
rialism, the colonial policy, with preferential tariffs, dis- 
criminating duties, etc., etc., is very unprofitable to the 
mother country, but is highly remunerative to the spe- 
cial interests both at home and in the colonies which 
are affected by it. Were such interests to appear, boldly 
avowing their true motives in demanding colonial feder- 
ation, preferential tariffs, reciprocity, etc., the public 
would not give ear for an instant. It is only when 
marked by appeals to what Mr. Shortt happily terms 
“sentimental considerations” that the policy of tariff 
discrimination in this form will be even considered by 
the average man, for it has neither the merits of com- 
plete protection nor those of free trade or tariff liberali- 
zation. The spirit of militancy and the argument for 
economic self-sufficiency invoked in behalf of the tariff 
policy itself is likewise called into play to apologize for 
discriminaticns between producers, efforts at colonial 
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preference, etc. Reciprocity, standing on its own basis, 
as negotiated between two countries of equal standing, 
has little or no chance of success. No set of politicians 
is, under such conditions, able very long to hoodwink 
both foreigners and a large section of their own commu- 
nity into a serious attitude toward the question. When 
the proposed policy becomes confused with that of Im- 
perialism, real danger to the consuming classes and to 
the nation as a whole is incurred. 

GEORGE M. Fisk: My reply to the very interesting 
and able papers which have just been read is, I realize, 
no reply at all. There is little in them to which excep- 
tion may be taken. In the few minutes allowed me, 
therefore, I shall present a few thoughts of my own 
relating to the subject at hand, although it is quite 
probable that, while in agreement in the main with the 
positions taken in the principal papers, the previous 
speakers will not readily agree with the standpoint here 
maintained. 

The speech of Mr. Joseph Chamberlain at Birming- 
ham on May 15, 1903, advocating closer economic and 
political relations between Great Britain and her colo- 
nies, by means of preferential tariff rates, has precipi- 
tated a very acrimonious discussion upon the general 
fiscal policy of the British Empire. The agitation is 
reflected not only in the daily press, but alsoin pamphlet 
and periodical literature, in books, in speeches in and 
out of parliament, and in public and private industrial 
investigations. Although centered in England, the dis- 
cussion has assumed world-wide proportions, and covers 
all conceivable standpoints. Writers and speakers are 
attempting to fortell the effects of the proposed plan 
upon Great Britain, upon her colonies, upon foreign 
countries, or upon the policy of English free trade and 
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colonial protection. The economic, political, historical 
and theoretical phases of the subject are all considered. 
Some are interested in immediate effects, while others 
dwell upon distant future results. Much of the litera- 
ture on the subject lacks the scientific spirit, as opinions 
are largely preconceived. Thus, for example, Professor 
Cunningham recently began a discussion of the question 
with these words: “I also wish to introduce myself as 
a convinced free-trader; I loyally accept the position of 
Adam Smith ; I am quite clear as to the principle being 
economically sound, and I am in hopes that it will 
sooner or later be accepted by all commercial countries.” 
(Economic Review, January, 1904.) English writers 
and speakers are terribly afraid of the term “ protec- 
tion.” Champions of the preferential idea are prone to 
introduce themselves as “ opposed to protection.” Mr. 
Chamberlain, for example, in his Birmingham speech, 
said: “I am perfectly certain that I am not a protec- 
tionist,” and yet he tells us that protectionist countries 
are prospering at the expense of Great Britain, and the 
latter must imitate the example of such countries as the 
United States and Germany if she would continue to 
prosper. His scheme contemplates import duties upon 
both food and manufactured products, some duties, such 
as those on flour and wine, being particularly high in 
order to protect the native miller and the colonial wine 
grower. 

It is interesting to note the development of colonial 
policies. During the three centuries following the 
great discoveries, the philosophy and the policy upon 
which colonization was based was that colonies existed 
largely for the benefit of the mother country. The re- 
volt of the American colonies from Great Britain, Spain 
and Portugal during the latter part of the eighteenth 
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century and the first half of the nineteenth century, 
together with the development of democracy during the 
same period engendered a philosophy that colonies were 
valuable to the mother country only during their early 
period when population was sparse and when resources 
consisted of raw material and food products. When 
population increased and manufactures developed and 
the colonies became less economically dependent upon 
the mother country, it was assumed that political separa- 
tion would follow. The development of international 
competition in recent years has tended toward a revival 
of colonial interest. 

In Great Britain this is shown, among other ways, in 
the organization of the “ Imperial Federation League,” 
in 1884, and the “ British Empire League,” in 1895, 
the latter date being contemporaneous with the ap- 
pointment of Mr. Chamberlain as colonial secretary. 
The proposition for the mother country to tax herself 
for the benefit of the colonies seems to me to be another 
step in the general trend of colonial politics during the 
past few decades. Concessions have been granted the 
colonies from time to time while the burdens have been 
retained by the mother country, until now we seem to 
have arrived at the general conclusion that the mother 
country exists for the benefit of the colonies rather than 
that the latter are valuable only as they economically 
benefit the former. This statement may be only a par- 
tial truth, but to the extent that it is the truth, it is 
opposed to imperial federation. The colonies economi- 
cally are an increasing expense to Great Britain and she 
pays these expenses, in a large measure, by her trade 
with foreign countries which constitutes 80 per cent. of 
her total import trade and over 60 per cent. of the total 
value of her exports. The realization that the indus- 
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trial and commercial possibilities of Great Biitain, com- 
pared with other countries like the United States, do 
not warrant increasing expenditures, leads to the pro- 
posal of a scheme which if carried out would—if the 
consensus of English opinion is to be taken—mean an 
added burden. And yet in spite of this increased bur- 
den, men like Professor W. J. Ashley make statements 
similar to the following: ‘That the Empire will split 
up within the next few decades if things go on as they 
are, I no more doubt than I doubt the sun’s rising to- 
morrow. I cannot conceive that history can have any 
lesson at all for us if this is not one of them. 

The only likely way that I can see to bind the empire 
together is a preferential trade policy.” (conomic 
Journal, March 4, 1904.) 

Now, understanding that the present plan of prefer- 
ential tariffs means that the import duties of the various 
countries of the British Empire should be lower for 
inter-imperial than for international trade, the eventual 
ideal being free trade within the empire and little or no 
trade with foreign countries, that is a self-sustaining 
empire—an ideal that few believe realizable, I desire to 
state briefly my own point of view, not as to immediate 
effects, but as to more distant future results. If we go 
back in history a few hundred years to the period of 
feudalism, we find both a political and economic system 
local in character. Wants were few and easily satisfied. 
These local centres were self-sustaining. From that 
time to the present the general trend, both political and 
economic has been in the direction of centralization. 
The economic phase finds expression in the modern 
trust, while the political side realizes itself in the growth 
of national and imperial federation. There are many 
factors more or less essential for the successful develop_ 
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ment of the latter, the most important being contiguous 
territory, interstate or domestic free trade, racial affilia- 
tions, such as similarity in language, law and general 
ideas, economic interdependence, ability of the federated 
territory to supply, in a large measure, its own wants in 
order to effectuate the basal idea of “self-sufficiency,” 
and finally the character of a people, this being largely 
determined by climate—nations of the temperate zone 
dominating those of the arctic or tropical. It is not 
meant that all these conditions are a seme gua non to 
federation, but that their existence tends toward that 
complete federation which seems to be the dream of the 
British imperial federationists. While some of these 
conditions are found in common in Great Britain and 
her self-governing colonies, taking the British Empire, 
in its entirety all these factors are partially or completely 
lacking. 

In this connection I desire to quote Professor C. F. 
Bastable who, in discussing various successful federa- 
tions in a recent number of the Economic Journal (Dec., 
1902, p. 507), said: “ All the cases just mentioned pos- 
sess one important feature in common. The areas so 
wrought together were adjacent. Their inclusion in a 
single customs region necessarily reduced the expense of 
guarding the frontier and relieved trade from inconven- 
ient restrictions. This is in truth the great merit of a 
customs union; it makes trade completely free within 
the field of its operation, while it does not, or need not, 
involve any great obstruction to intercourse with places 
outside its territory There is little need for insist- 
ing on the fact that no union of this kind is possible for 
the British Empire Fiscal systems must be adapted 
to the countries in which they are employed, and it is 
this principle of relativity that decisively condemns any 
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attempt to unite the several members of the British Em- 
pire divided, as they are, from each other by the diame- 
ter of the globe. The tax forms most effective in India 
are not those proper in the United Kingdom, nor could 
either be applied to Australia or South Africa.” The 
proper conditions for the realization of the federal ideal 
are found on the North American continent, centered 
between 35° and 50° north latitude; in South America 
between 20° and 40° south latitude; in South Africa, 
in Eurasia, dominated in the East by Russia, in the 
West by Germany, and flanked by two island kingdoms 
or empires, Great Britain on the West with no opportu- 
nities for contiguous expansion, and Japan on the East 
with indefinite possibilities of island expansion or of 
political amalgamation with the yellow continental races, 
either movement bringing her eventually in collision 
with Australia, whose natural expansion is Northward. 

There are some who prognosticate future political 
world domination more on racial bases and reduce the 
number of world powers to two, one under Anglo-Saxon 
and the other under Slav leadership, a possible third 
power being represented by the so-called “ yellow races.” 
Not to get too far from home, let us centre our atten- 
tions upon conditions and tendencies on the North Amer- 
ican continent. When the American colonies severed 
their political relations with Great Britain, they confed- 
erated upon the basis of individual state control of com- 
merce, but it soon proved unworkable, and they were 
obliged to federate upon the basis of interstate free trade. 
Upon this basis the United States has expanded until 
now, all things considered, she represents the greatest 
absolute free trade area in the world. Her expansion 
has been along East and West lines—abundant cheap 
lands, rich in agricultural possibilities and in minerals, 
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an effective governmental administration and productive 
labor and capital being the favoring conditions. The 
Pacific has been reached, a period of more intense in- 
ternal development has arrived and a new movement of 
capital and population along North and South lines has 
begun. Railway lines are being projected from the 
Artic to the Tropics; American capital by the hnndreds 
of millions is pouring into Mexico and British North 
America, and American citizens by the tens of thousands 
are making permanent settlements in Western Canada, 
47,000 out of a total of 122,000 settlers coming from the 
States in 1903. This condition will powerfully affect 
political sentiment in Canada. Although this move- 
ment is a belated one, owing largely to political causes, 
it is nevertheless a natural one—natural because favored 
by all the conditions previously referred to as being 
more or less essential for the development of the federal 
ideal. 

To mention only the geographical situation, I can do 
no better than to quote from a very recent work on 
“Canada and the Empire” by two English writers, 
with a preface by Lord Rosebery: “ First in the west 
there is British Columbia, a beautiful country which is 
both fertile and rich in minerals and is by nature far 
more closely connected with the Pacific States of the 
Union than with the rest of Canada The Prairie 
country is separated from the prairie country of the Uni- 
ted States simply by a geographical line and is cut off 
from Eastern Canada by several hundred miles of barren 
and unproductive country on the North shore of Lake 
Superior This (Eastern) part of Canada again 
should, if geographical conditions alone had play, be 
more closely allied with the Eastern States of the Union 
than with western Canada.” If British Imperial 
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Federation is to realize itself anywhere it ought to be 
with England’s most advanced self governing colony— 
Canada, but we find that in spite of high tariffs between 
the latter and the United States, American-Canadian 
economic dependence is increasing at a greater rate than 
that of Anglo-Canadian, although the latter is favored 
by preferential tariff rates as regards Canadian im- 
ports from Great Britain while her exports to the 
mother country pay no tariff duties. In 1854, 51 per 
cent of Canada’s foreign trade was with the mother 
country while in 1903 the percentage was only 39. For 
the same dates, Canada’s trade with the United States 
was 34 and 44 per cent. respectively. Comparing the 
foreign commerce of Canada in 1896—just preceding 
the inauguration of her preferential scheme—with 1903, 
we find that her trade with Great Britain shows an in- 
crease of 104 per cent while her trade with the United 
States increased 112 percent. As regardsimports, those 
from the mother country increased 78 per cent, those 
from the United States 140 per cent. Professor Flux, 
in the Economic Journal for December, 1903 (p. 173), 
gives two explanations for the relatively greater increase 
in the trade of Canada with the United States than with 
Great Britain: ‘The one is that the goods which are 
most suitable to the Canadian market are, to a large ex- 
tent, identical with those which are suitable to the 
markets of the United States. The British manufact- 
urer or merchant cannot, or does not, so fully under- 
stand the needs of the Canadian trade as does the Amer- 
ican. Add to this the convenience of sources of supply 
which are so much more accessible and one can 
begin to understand that it needs no little effort on the 
part of the merchants of the motherland, if the advan- 
tage of the preferential tariff is not to be lost in large 
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degree. A second point is that the resources of Canada 
are attracting capital from the United States 

country which supplies the brains and funds for such 
work not unnaturally supplies the material means for 
carrying out these schemes of development.” English 
imperial federation is a beautiful ideal and appeals very 
strongly to sentiment—at least to Anglo-Saxon senti- 
ment. I wish it might be realized and the world would 
probably be better thereby. For reasons, however, sug- 
gested in the foregoing I do not think it can be effected 
at least under the political leadership of Great Britain. 
Anglo-Saxon federation may, and I believe will, realize 
itself in North America, South Africa, Australia and 
possibly elsewhere, and common political, economic and 
social bonds will probably in the future, as in the past, 
bring more or less unity of action on the part of the 
English speaking peoples. In North America almost 
every factor—contiguous territory, racial affiliation, 
economic interdependence, climate—all point toward 
economic and political amalgamation of ¢he people of 
this continent. 


S. J. McLean: In Canada preferential tariffs and 
reciprocal arrangements in regard to trade have been 
interestingly inter-related. Both have connected them- 
selves with particular phases of the economic conditions 
of that country and the ascendency of one has been at 
the expense of the other. In the early part of the nine- 
teenth century, under a thorough going system of pref- 
erential duties, Swedish timber found its way to Quebec, 
and thence, through the connivance of the officials, it 
was shipped to England as Canadian timber. So great 
being the preference to the Canadian timber that after 
deducting the cost of this roundabout journey a consid- 
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erable profit would remain. ‘To further the use of the 
Canadian canal system, grain from the Western States, 
exported to England by the Canadian waterways, was 
given the same preferential treatment as Canadian grain. 

It was when the abolition of these preferential 
arrangements by England seemed to threaten the entire 
overthrow of Canadian trade that the movement for 
closer trade arrangements between Canada and the 
United States through reciprocal trade arrangements 
began. And it is noteworthy that it was in New En- 
gland that the movement originated. 

The trade carried on between Canada and the United 
States under the Reciprocity Treaty was for the most 
part simply one of convenience. The termination of 
the treaty seriously affected the business interests of 
Canada. The railways running through Western 
Ontario suffered a great falling off in revenues. There 
lingered for years adesire for reciprocity. The National 
Policy, which was introduced in 1878, had as one 
avowed phase the hope that through pressure reciprocity 
with the United States could be obtained. The state- 
ment was made that there would be either reciprocity 
of trade or reciprocity of tariffs. 

Although the Liberal party, while in opposition, 
favored reciprocity with the United States this was in 
part at least due to the natural antagonism of their posi- 
tion to the Conservatives who had become less and less 
interested in reciprocity. Since 1896 the policy of the 
Liberal party in regard to protection has been one of 
enlightened opportunism. The policy which has been 
pursued has, on the whole, been productive of results. 
The modifications of tariff have been coincident with 
wider changes. In all except population Canada is in 
about the same position as the Northwestern States 
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were in 1870. There is the same movement of popula- 
tion, the same railroad expansion, and the same west- 
ward movement of capital. 

While from time to time great interest in reciprocity 
has been shown in Canada, to-day I am within the facts 
in saying that barely a corporal’s guard could be elected 
to the Canadian Parliament on a reciprocity platform. 

As soon as a preference was given by Canada to En- 
gland the question arose as to what Canadians received 
in return. It was alleged that the favorable sentiment 
created in England by reducing the tariff would increase 
the demand for Canadian goods. There has been an 
increased demand for various lines of Canadian goods, 
but a very considerable part of it must be attributed to 
the very energetic advertising policy carried on by some 
of the departments of the Canadian government. 

As regards the relations of Canada to Great Britain 
under the proposed mutual preference, many difficulties 
appear. In Canadaany change in the tariff which would 
lead to the manufacturers’ interests being harrassed 
would be unjustifiable. Looking at the matter from the 
standpoint of Canada, any changes in the tariff which 
would lead to Canadian manufactured products being 
supplanted by English manufactured products are not in 
the interest of Canada. It has already been shown that 
the colonies in general will not accept the suggestion at 
one time made by the Hon. Joseph Chamberlain that 
they should simply concern themselves with the produc- 
tion of raw materials. 

Whatever may be done in regard to preference, Can- 
ada will insist on going on developing its manufactur- 
ing interests. The great West is to be opened_up, and 
Canada will insist that the manufactured products de- 
manded in the West shall come from Canadian facto- 
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ries—in the first place, from the factories of the East ; 
later from factories established in the West. 

From the standpoint of the effect on England of the 
adoption of preferential policy, difficulties also appear. 
It is alleged that Canada is able to produce large sup- 
plies of agricultural products which will be in demand 
in England. Admitting this, it is none the less appar- 
ent that if at present the policy of preference were 
adopted by England, if England were to depend to a 
great extent upon supplies of agricultural products from 
Canada, there would not be that immediate adequate 
response in supply which the demands of the consum- 
ing public in England would necessitate. In other 
words, we would have whatever supply was given at a 
considerable increase in cost. 

While the aspirations of many who desire to see a 
tariff wall around the empire—an empire which would 
have for a bulwark a tariff—are perhaps commendable 


from the standpoint of the ideal; from the standpoint of 
the practical, all one can say is that preference should 
have applied to it the Scotch verdict, “ not proven.” 








THE INCLOSURE MOVEMENT IN ENGLAND 
EDWIN F. GAY 


The disappearance of the open-field or three-field sys- 
tem of agriculture is one of the capital facts of English 
economic history. Trim hedges and compact fields 
have, for the most part, replaced the wide commons and 
the scattered, intermixed strips of the old husbandry 
once practiced over a large part of England. The pil- 
grim to Shakespeare’s country may, in the green closes 
still trace the undulating ridges and balks of the sys- 
tem of cultivation, which, we are told, was rapidly van- 
ishing in his day. This transformation has sometimes 
been regarded as a simple phenomenon of agricultural 
progress and explanations of its causes and results have 
been readily forthcoming. The desire for improved 
farming, landlord rapacity and a consequent social catas- 
trophe form the usual elements in the picture of the 
“ precipitate change” of the sixteenth century. There 
the movement is supposed to have rested until again in 
the eighteenth century a similar agrarian revolution, 
animated only by a somewhat different agricultural in- 
tent, carried the change toits conclusion. A more inti- 
mate acquaintance with the facts, however, shows that 
this is not an entirely accurate account of what was in 
reality a complex and continuous process. It was not 
merely an alteration of agricultural technique, nor was 
it, on the other hand, a series of spasmodic, cataclysmal 
upheavals, overwhelming an unfortunate peasantry with 
each successive convulsion. We have to deal witha 
gradual, steadily progressing transition, which stretched 
over more than four centuries, and in its course raised 
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difficult problems of social adjustment to shifting eco- 
nomic conditions. Both as to causes and effects we have 
to investigate the resultant of complicated and conflict- 
ing forces, the operation of which, veiled to contempo- 
raries, we cannot, with our inadequate evidence, pretend 
fully to discover. This bundle of questions which we 
call the Inclosure Movement touched, directly and indi- 
rectly, many sides of the national life, political, military 
and social as well as merely economic. On its psychical 
side it was one manifestation of that heightened sense 
of personality which we know as the individualism of 
the Renaissance and Reformation. Of a subject so 
wide and so ramified only a few of the salient features 
may here be indicated. 

At the outset, a rather obvious distinction must be 
made between two types of inclosure, differing as to the 
nature of the land hedged in for private use, and at 
times, as to its agricultural destination. First, in point 
of time, was the inclosure of the waste or common lands, 
subject to varying proprietary rights of the crown and 
manorial lords, and of villagers enjoying common of 
pasture and of wood. It is not necessary in this con- 
nection to deal with the thorny questions involved in 
the early history of these rights. It suffices for the 
present to recall that appropriations of waste land are as 
old as English agrarian history, and that over a long 
period new settlements, new field-lands, were being 
carved from the waste. In some regions these new fields 
were apparently from the beginning inclosed, in others 
they lay open in a communally organized cultivation. 
The first legislative check to undue encroachment on the 
common waste for the extension of tillage, pasture or 
private deer-park, came with the statute of Merton. 
How far this thirteenth century legislation was needed 





148 American Economic Association [378 


and how far it was effective it would not be easy to say. 
Certain it is, however, that the abuses which the central 
power aimed to restrain were of long subsequent contin- 
uance. Lords of manors inclosed, so also did the small 
men, nibbling their clearings into the forest. The 
work of reclamation proceeded slowly. Nevertheless it 
added its quota to the popular irritation against in- 
closures which was rising in the sixteenth century. 
Contests over common rights produced frequent local 
riots ; village was arrayed against village, as well as 
against the lord; much grist was brought to the legal 
mill at Westminster. It was resistance to this type of 
inclosure which animated Ket’s rebellion, but beyond re- 
affirming the statute of Merton neither Tudor nor Stuart 
interposed a staying hand. In the eighteenth century, 
indeed already in the seventeenth century, the tempo 
of the movement was greatly quickened ; marshes and 
fens were drained and inclosed, the downs of the South, 
the wolds of the East and North, commons everywhere 
were brought under cultivation in inclosures. Great 
tracts were thus added both to the arable and to the past- 
ure lands ofEngland. This work has not yet come fully 
to an end. The Commons Preservation Society is to-day 
battling in the English courts. 

While the first type of inclosure was running its long 
course, another form came into greater prominence. 
The attack upon the arable open fields seems to have 
taken its definitive beginning early in the fifteenth cen- 
tury, although in the unsettled years following the 
plague of the preceding century there is evidence of 
some occasional resort to pasture-farming. Once under 
way the progress of this type of inclosure was like the 
the other, slow but continuous. The scattered strips in 
the open fields were gradually exchanged, withdrawn 
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from the common husbandry, consolidated or severalled, 
and inclosed with ditch and hedge. ‘This process va- 
ried greatly both in the area of land affected and in the 
completeness of execution, from the mere engrossing 
of a few small holdings to the wholesale clearance of an 
entire village for sheep-farming on a large scale. Asa 
rule the change was associated with a reduction in the 
number of tenants, though the displacement of population 
was doubtless less when arable farming was continued on 
the enlarged or engrossed holding than when, as more fre- 
quently happened, the land released from the bonds of 
the ancient, cumbersome agricultural system was con- 
verted into permanent pasture. This, which the con- 
temporaries of the sixteenth and seventeenth century 
designated as a depopulating inclosure, was the especial 
subject of complaint and of repeated legislative interfer- 
ence. The leisurely appropriation of the commons ex- 
cited less general alarm. It had been proceeding for a 
longer time and over a much wider area but it was no 
such direct attack on the long established order of things 
as the newer inclosure of the open fields with its dis- 
quieting evictions. The limitation of pasturage rights 
by inclosure of waste might, to be sure, decrease the fer- 
tility of the dependent arable lands and thus insidiously 
undermine the traditional husbandry. But the agricul- 
tural and social effects of such inclosures were not so 
obvious and dramatic as that of the open fields. It is 
therefore the depopulating inclosure which has always 
claimed the chief attention. Unfortunately, however, 
a too uncritical acceptance of the extravagant statements 
of sixteenth century pamphlets and preambles of stat- 
utes has led to an exaggerated estimate of the extent of 
the inclosure movement during the Tudor period. New 
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material made accessible in recent years enables a juster 
and more dispassionate view to be taken.’ 

A careful examination of the reports of the successive 
government inquiries during the sixteenth and early 
seventeenth centuries yields some suggestive conclu- 
sions, which, without claiming the accuracy made possi- 
ble by modern statistical methods, nevertheless find 
confirmation from other sources, from the literary evi- 
dence, used with discrimination, from the records of 
inclosure cases before the various courts and from cer- 
tain considerations which will be later urged. The fact 
must, in the first place, be emphasized that considerable 
areas of England were not exposed to attack, since they 
had apparently been inclosed from the time of their 
settlement and had therefore never known the open- 
field system. Besides this initial limitation the evi- 
dence clearly indicates a further restriction, namely, 
that the movement was mainly confined to the midland 
counties. And even here, in the centre of England, the 
disintegration of the open-field system proceeded very 
gradually and sporadically. The number of sweeping 
clearances, with the conversion of whole village areas to 
sheep-farms, though portentous to the excited sixteenth 
century imagination, does not appear in reality to have 
been alarmingly large. But in the affected districts 
small inclosures and farmhold consolidations were fairly 
numerous. The movement during the seventeenth cen- 
tury does not seem to have altered much in character, 
except that inclosures of larger area by agreement, rati- 
fied by a decree in Chancery, appear more frequently. 

' I have summarized more fully the results of my study of the con- 
temporary evidence as to the extent of the inclosure movement during 
this period in the Quarterly Journal of Economics, vol. 17, pp. 576- 


597, (Aug. 1903), and in the Zvransactions of the Royal Historical 
Society, N. S., vol. 18, pp. 195-244, (1904). 
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In the eighteenth century the more binding confirma- 
tion by act of Parliament was substituted for the Chan- 
cery decree, and in the general fever for agricultural 
improvement the change which had so long been gath- 
ering momentum was carried forward at a greatly accel- 
erated pace. By the middle of the nineteenth century 
the transformation had been effected, except in a few 
laggard open-field villages where the outworn system 
still survived. 

The Agrarian Revolution, then, if it be reduced to its 
just proportions, was in its earlier and longer stages 
comparable to some slow-moving geological process ; its 
action was erosive rather than volcanic. This concep- 
tion of its character must also limit its supposed ruth- 
lessness both of execution and of social results. As a 
matter of fact, representatives of nearly all the classes of 
rural society were to some extent concerned in it, small 
husbandmen, copyholders, large farmers, lay and ecclesi- 
astical landlords, the old nobility as well as the new 
commercial aristocracy. Where wholesale clearances of 
population were made, there was often, doubtless, cruel 
injustice. But even though operations on so wide a 
scale were comparatively rare, the smaller inclosures and 
consolidations meant in many cases an irksome change 
in lifelong habits, in dwelling place and vocation, in 
some cases the suffering of underhand persecution or 
overt oppression. Poets complained that under the sur- 
face of the Elizabethan golden age a civil war was rag- 
ing between landlord and tenant. A landlord might 
oust his tenants-at-will, he might stretch a point to 
secure the forfeiture of copyholds, he might revive for- 
gotten parchment rights, he might harass a freeholder 
with suits at law, he might cajole, browbeat, overawe. 
Such abuses of wealth and power undoubtedly occurred, 
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and violation of law sometimes accompanied the viola- 
tion of custom and right. All this belongs to the tra- 
ditional portrait of the oppressive Tudor land-lord. 

But the other side of the medal is too often over- 
looked, the side which shows the portrait of the obsti- 
nate, pugnacious English peasant, formed by centuries 
of feudal society, with a character which combined many 
sturdy, admirable qualities with a large admixture of 
suspicion, cunning and deceit. The landlord exercised 
by no means the monopoly of illicit encroachment; he 
too had his grievances. He was enmeshed by the cus- 
toms of an age that was passing away. The social ideals, 
the whole content of the life of his class was changing 
with the alteration in methods of warfare, the growing 
centralization of government, the increasing refinement 
of taste, the rising prices. He no longer wanted retinue, 
but rent. And when in the struggle to meet a steadily 
advancing scale of expenditure he turned to his chief 
source of income, he found himself faced by customary 
land tenures, by rents traditionally fixed, and by tenants 
whose outcry resounded odiously in high places if he 
ventured to lay finger on those customs and rents: tenants 
who had no scruples on occasion to perjure themselves 
in the fabrication of usage. If the father, by express 
gtant or careless acquiescence, had yielded an inch, the 
tenants of the son took an ell. The situation, which to 
the landowner may well have seemed intolerable, is illus- 
trated by a recently published case from Northamton- 
shire. Sir Thomas Tresham, one of the leading Eliza- 
bethan recusants, heavily fined for his fidelity to his 
Catholic faith and in hard straits for money, desired to 
reduce from twelve to eight the number of farmholds 
upon one of his manors and to demand for them an in- 
creased rent. But his son reminded him that when the 
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like was attempted upon one of his neighboring manors 
“there was not one tenant that would stay in the town 
to dwell upon improved rents,” and “ you could not re- 
remove all the tenants without much clamor.”' If, as 
in this instance, the tenants would not accept enlarged 
farms at higher rents—and the raising of rent was prob- 
ably quite justifiable—then the landlord had to choose 
between surrender to the obstinate husbandmen and 
their dispossession despite public clamor, between an in- 
adequate, uneconomic rent and sheep-farming. So far 
as concerned the relation of landlord and tenant, such 
dispossession could be accomplished in a perfectly legal 
manner, and in a large number of cases was, I believe, 
actually so accomplished. The demesne lands could be 
inclosed ; the numerous copyholds for life or lives were 
by escheat or forfeiture reverting to the lord and could be 
kept in hand without regranting, indeed, all kinds of 
copyhold were only slowly emerging from a precarious 
state; freeholds could be bought in from time to time; 
a patient landlord could lay his plans and ultimately his 
hands would be free. And there were cool and far- 
sighted as well as some harsh and impatient landlords. 
That even when the landowner was clearly acting with- 
in the law, his action was often felt, by sufferers and on- 
lookers to be unfair or unjust, may not be denied, but in 
an age when all innovation, the most necessary adjust- 
ment to changing conditions, was regarded with aver- 
sion, the outraged feelings of contemporaries cannot be 
taken as an infallible guide in forming our judgment. 

I have said that the usual direction of this change in 

1 Hist. MSS. Com., Various Collections, Vol. 3, p. 122 (1904). The 
manor referred to by the younger Tresham was Haselbeech, where, 
according to the Inquisition of Depopulation of 1607, Sir Thomas 


Tresham had in 1596 inclosed and converted to pasture the ‘‘ whole 
lordship,’’ some 1650 acies. 
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the midland counties, at any rate for the larger in- 
closures, was from open-field arable to sheep-farming 
pasture. This had its sufficient reason. The state- 
ments of progressive agricultural experts of the period, 
like Tusser and Norden, are emphatic in condemning 
the disadvantages of the open-field husbandry, its clog- 
ging routine, its constant bickering, its wastefulness, 
perhaps its slow exhaustion of the soil, its check to all 
individual initiative. To the landlord sheep-farming 
had especial attractions. Not only did he thereby rid 
himself of the fetters of the traditional agricultural 
system, but he secured greater ease of estate manage- 
ment and above all the possibility of higher rents. The 
price which he or his grazier tenant could obtain for 
wool was perhaps not high, but at any rate, it was at 
first relatively favorable as compared with that of grain; 
and when later, in the course of the seventeenth cen- 
tury, the balance of prices became redressed in favor of 
grain, wool-growing still retained for the midland agri- 
culturist important permanent advantages, for it re- 
mained a product easily transportable, not perishable, 
and readily marketable. When we add, as time wore 
on, the prospect of freedom from the burden of poor 
relief and from the proximity of unpleasant neighbors, 
there would seem to have been almost irresistibie in- 
ducements for the inception and spread of the inclosure 
movement. Why, then, did it not sweep rapidly to its 
goal; how shall we explain its creeping and gradual 
progress ? 

Some of the obstacles to a rapid development which 
first suggest themselves are discovered on closer exam- 
ination to have had but little efficiency as checks; 
others, hitherto less emphasized, seem to have exercised 
a more deterrent influence. ‘ake the hostile inclosure 
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legislation first of all. The Tudor government had 
military, fiscal and social grounds for protecting its pop- 
ulation of small husbandmen. It was bent on preserv- 
ing internal peace. It threw up one legislative dyke 
after another to resist the tide of innovation. Every 
recurring season of dearth reinforced the outcry against 
inclosures, which were erroneously held responsible by 
the public for distress due to deeper and unrecognized 
causes. The government, anxious to be paternal, would 
thereupon procure statutes ad faciendum populum from 
a complaisant Parliament, would issue strenuous proc- 
lamations, or in the last extremity would fall back on 
commnissions of inquiry, the expedient of all perplexed 
administrations. But too much weight must not be 
given to these measures. They may have checked in 
some small degree, but they were impotent to stem the 
current of change. A Parliament of interested country 
gentlemen placed the execution of its anti-inclosure 
acts in the hands of overburdened justices of the peace, 
themselves often inclosers, or left the law to the tender 
mercies of bribable informers. It is a significant fact 
that the fall of the two statesmen who in the sixteenth 
century seriously attempted to put down inclosures, 
Wolsey and Somerset, was to a very appreciable extent 
due to the animosity this reforming zeal aroused among 
the English gentry, the real governing class of the 
country. 

Apart from these two sincere but short-lived efforts, 
little was done to give legislative prohibitions the sting 
of enforcement. A somewhat stronger restraining in- 
fluence may have been exerted by public opinion and 
classopinion. Tobe called an incloser and an oppressor 
of the poor was distasteful to men of the older school. 
Lord Ellesmere ordered that in Star Chamber interrog- 
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atories noblemen were not to be asked if they were in 
closers any more than others were to be asked if they 
were thieves, in order to cast discredit and reproach 
upon them. The generous virtues of knighthood still 
tended to persist as caste ideals. Anything that savored 
of gain, of trade, was in theory for the English gentle- 
man, as for the Japanese samurai, long an ignoble thing. 
This feeling gave point to the numerous complaints of 
decaying hospitality, of the imcreasing avarice of 
‘‘lordes which are shepardes.” But if social ideals were 
slow to change, agricultural custom offered an even 
stronger resistance. The manorial system, the tradi- 
tional husbandry, old habits, old relations and methods 
of thought were too deeply rooted to wither away at the 
first touch of expediency. The braving of public opin- 
ion and the breaking of the “cake of custom” required 
a toughness of fibre and keenness of edge, the Renais- 
sance temper, which was at first the property of the 
more forceful individuals rather than of a class. And it 
was not simply the inertia of custom that had to be 
overcome; it was the active opposition of a tenacious 
peasantry. Moreover sheep-farming on a large scale 
demanded the investment of capital and the undertak- 
ing of risks—due, for example, to the prevalence of 
sheep-rot and other distempers—at a time when capital 
and the entrepreneur spirit were only in process of 
formation. And there remained a most important 
underlying fact, of which contemporaries were only 
too frequently reminded by repeated local dearths, 
that it was neither safe nor profitable forany section 
to narrow unduly its grain-growing area. The in- 
ternal grain trade, to be sure, was extending, the mar- 
ket was widening, the economic unit was enlarging 
its bounds, but with primitive means of transportation, 
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deficient organization and technique, a national economy 
could only be of slow and gradual development. Well 
into the seventeenth century the grain trade was limited 
at emergencies by county restrictions and prohibitions. 
Under these circumstances any intense local specializa- 
tion of industry, such as exclusive grass-farming, could 
but follow parz passu the deliberate advance of the gen- 
eral economic growth of the country. 

But if we must insist on reducing the magnitude of 
the inclosure movement and on realizing the limitations 
and consequences of the narrow economic unit, we must 
also emphasize the continuity of development. Grass- 
farming, at first mainly for the production of wool, later 
with the increase of the urban population for that of 
meat, continued to a late date to be the chief aim of in- 
closure in the Midlands. In this region there is little 
evidence of the system whereby grain and grass alter- 
nated, each for its brief span of years, the so-called 
convertible husbandry, which forms so important a 
link in Roscher’s generalization as to the stages of 
agricultural progress. Marshall, most acute of agri- 
cultural observers, could remark at the close of the 
eighteenth century that “‘a mighty turf was the Mid- 
lander’s idol.” And his testimony does not stand alone. 
It was the maritime counties, with their easier access to 
water transportation that offered the most favorable 
field for an intensive arable farming. Here was the 
ancient home of the convertible husbandry, and it was 
no accident which gave to the still more intensive sys- 
tem of crop rotation the name of “ Norfolk husbandry.” 
But a large portion of the maritime region, in the South- 
east, Southwest and West, belonged to the old inclosed 
country where the methods of settlement and cultivation 
differed radically from those of the open-field country, 
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and where the history of agricultural change does not, 
therefore, belong to the history of the inclosure move- 
ment. From this distinction between the maritime and 
the Midland counties, with a continuity of development 
peculiar to each, it follows that a differentiation often 
made between the inclosures of the sixteenth and those 
of the eighteenth century,—the earlier for sheep-farming, 
the later for an improved arable cultivation,—must be 
accepted only with reservations. The eighteenth cent- 
ury, it is true, witnessed a great extension of arable 
farming on that form of inclosure which subjugated the 
waste lands. But at the same time the inclosure of the 
open fields was proceeding on a wide scale, and this, es- 
pecially in the Midlands, still frequently involved an 
extension of pasture-farming. 

A juster differentiation of the two periods of inclos- 
ure should recognize not simply the agricultural char- 
acteristics of the movement but also the differing social 
effects. The results of the earlier inclosure period if a 
social balance be struck, weré rather beneficial than dis- 
astrous. The initial stages, so far as they went, assisted 
in the creation of a strong and socially healthful agri- 
cultural middle class. But on the contrary the final 
and more sweeping phase contributed to the destruction 
of this same class. On this phenomenon, that the same 
movement, at different periods, with a varying intensity 
and with changed social and economic concomitants, 
could contribute to such divergent results, we may not 
here enlarge. The inclosure movement as a whole was 
a necessity and an undeniable economic benefit, but it 
was at the cost of a certain amount of social dislocation. 
It need not be assumed, however, that the same social 
price was paid at each stage of its progress, nor that the 
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inclosures were the only agency which finally destroyed 
the agricultural middle class and sapped England’s 
vitality. This social transformation was caused by a 
wider complex of forces of which the inclosure move- 
ment formed only a part, yet a part that must be thor- 
oughly studied if we are to understand either the history 
of agriculture or the history of social classes in England. 





AN ECONOMIC HISTORY OF THE UNITED 
STATES' 


CARROLL D. WRIGHT 


Seven years ago to-morrow, and five days before his 
death, Gen. Francis A. Walker honored me by outlining 
to me verbally a projected work relating to the economic 
conditions of the United States. His purpose was to 
treat these conditions from the settlement of the country 
to the present time. Really, his syllabus comprehended 
an economic history of the United States since the adop- 
tion of the Federal Constitution, and he, of all men, was 
the one to carry the ambitious proposition to completion 
and to success. He was to deliver a course of lectures 
before the Lowell Institute based on this work, and hoped 
ultimately to develop the lectures into a book which 
should give clearly the main facts relating to the social 
and economic condition of the people of our country. 

After General Walker’s death it seemed to me that 
some one should take up the work proposed by him, but 
the inspiration he gave me did not seem to gain ground 
with others, for as the matter was considered it seemed 
to be too vast a work for one man to undertake. Gen- 
eral Walker’s proposed work was to be limited to one 
volume, and necessarily it could be no more than a very 
general history of economic development since the foun- 
dation of the Government. As time went on it seemed 
that in order to make the work what it should be— 
based not only upon such matter as existed, but upon 
the resnlts of original research—there needed to be ex- 

‘An address delivered before the joint session of the American Eco- 


nomic and American Historical Association at Chicago, December 30, 
1904, by Carroll D. Wright. 
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pended a large sum of money and a corps of investiga- 
tors and writers employed. This carried it entirely 
away from the possibility of any one man making the 
effort. Such a work did not attract publishers, and the 
lifetime of any one writer was all too short to see the 
work completed. 

When, however, the Carnegie Institution of Wash- 
ington was organized and it fell to my lot to be one of 
the trustees of the Institution, I felt that the time had 
arrived when steps could be taken not only to carry 
out the purpose outlined by General Walker, but to ex- 
tend his contemplated work to a degree that would war- 
rant the expenditure of a sufficient amount of money by 
the institution. 

In shaping the work of the Institution advisory com- 
mittees were appointed to pass upon different subjects 
and recommend lines of investigation to be undertaken 
by it. Among these committees was an advisory com- 
mittee on economics, consisting of Professor Farnam of 
Yale, Professor Clark of Columbia, and myself. This 
committee considered the matter at its first meeting 
without reaching a definite conclusion or discussing any 
particular lines of economic research. Subsequently 
the committee found no difficulty in making a recom- 
mendation to the Institution, for without further con- 
sultation each member brought in an independent 
memorandum of what he thought was best to be done, 
and on comparison it was found that all were in favor 
of an economic history. The report of this committee 
forms the initial step, so far as positive recommendation 
is concerned, in securing an allotment of funds for 
economic research. I therefore give the report in full, 
so far as the work recommended is concerned : 


II 
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To the Board of Trustees of the Carnegie Institu- 
tion: 

GENTLEMEN—The committe appointed to report upon 
plans for economic research are of the opinion that, 
among the numerous topics in economics, sociology, 
and public law which might be interesting and useful 
to study, none are at the present time more promising 
than those which are suggested by the economic and 
legislative experience of our States. This experience 
presents such diversities and the matter to be studied is 
so vast that it is almost impossible for an isolated in- 
vestigator to deal thoroughly with even a very limited 
phase of it. The government offices are obviously not 
in a position to treat it with the freedom demanded by 
science. The Carnegie Institution is, therefore, both 
on account of the funds at its command and on account 
of its power of enlisting the codperation of scholars 
throughout the country, in a position of peculiar advan- 
tage with respect to this kind of work, and is able to 
direct a series of investigations of inestimable value, 
which, but for its assistance, might not be undertaken 
for many years. 

Among the many topics which fall within this gen- 
eral field we may specify : 

(1) Social legislation of the states, which should be 
critically examined. 

(2) The labor movement. 

(3) The industrial development of the states. 

(4) State and local taxation and finance. 

(5) The state regulation of corporations. 

The thorough, scientific presentation of these and 
other allied topics would constitute a monumental eco- 
nomic history of the United States and occupy a place 
in economic literature hitherto unfilled. 


The committee also recommended what seemed at 
the time an adequate sum to be appropriated provision- 
ally for at least five years, believing, as it expressed 
itself, that during that time valuable results could be 
produced. The recommendation was promptly and 
unanimously adopted by the Executive Committee and 
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by the Board of Trustees and the active work of organ- 
ization began. 

In order to secure the codperation of the members 
of the American Economic Association, a circular was 
addressed to the individual members of the Council of 
that Association, asking their suggestions as to men best 
adapted to carry on the work of the various divisions 
necessary to attain a fairly complete history of the eco- 
nomic development of the country. It is interesting 
to know that the suggestions of the Council were, with 
one or two exceptions, adopted and the gentlemen rec- 
ommended placed in charge of the various divisions. 

After conference with the friends of the movement to 
secure the materials of an economic history, and with the 
gentlemen suggested to take part in the actual work of 
investigation and authorship, it was decided that it was 
impossible to carry on the work successfully, and to the 
satisfaction of the economists of the country for the appro- 
priation originally recommended. The matter was 
therefore brought again to the attention of the Board of 
Trustees of the Carnegie Institution of Washington, 
with a recommendation that the annual appropriation 
or allotment for the economic history be doubled. This 
recommendation was adopted without argument and by 
unanimous vote. 

The Executive Committee, acting under this authori- 
zation from the Board of Trustees, then created the 
Department of Economics and Sociology of the Carnegie 
Institution of Washington. A very full report was 
made to the Board outlining the general work contem- 
plated, the result being that the Department of Eco- 
nomics and Sociology of the Institution was made to 
consist of eleven divisions. These divisions, together 
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with the names of the gentlemen in charge, are as 
follows : 


1. Population and Immigration. — Prof. Walter F. 
Willcox, Cornell University, Ithaca, N. Y. 

2. Agriculture and Forestry, including Public Domain 
and Irrigation-—Pres’t. Kenyon L. Butterfield, 
Rhode Island College of Agriculture and Me- 
chanic Arts, Kingston, R. I. 

. Mining.—Mr. Edward W. Parker, Geological Sur- 
vey, Washington, D. C. 

. Manufactures.—Hon. S. N. D. North, Census Office, 
Washington, D.C. (Now in charge of Mr. Car- 
roll D. Wright). 

. Transportation.—Prof. W. Z. Ripley, Harvard Uni- 
versity, Cambridge, Mass. (Now in charge of 
Prof. B. H. Meyer, University of Wisconsin, 
Madison Wis.) 

. Domestic and Foreign Commerce.—Prof. Emory R. 
Johnson, University of Pennsylvania, Philadel- 
phia, Pa. 

. Money and Banking.—Prof. Davis R. Dewey, Insti- 
tute of Technology, Boston, Mass. 

. The Labor Movement.—Carroll D. Wright, Clark 
College, Worcester, Mass., and Prof. H. W. Far- 
nam, Yale University, New Haven, Conn. 

. Industrial Organization.—Prof. J. W. Jenks, Cornell 
University, Ithaca, N. Y. 

. Social Legislation, including Provident Institutions, 
Insurance, Poor Laws, etc.—Prof. Henry W. 
Farnam, 43 Hillhouse Ave., New Haven, Ct. 

. Federal and State Finance, including Taxation.— 
Prof. Henry B. Gardner, 54 Stimson Ave., Provi- 
dence, R. I. 

At the New Orleans meeting of the American Eco- 

nomic Association the Council adopted the following 


resolution : 

Resolved, That the Council of the American Economic 
Association desires to express its cordial recognition of 
the liberal action of the Carnegie Institution in provid- 
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ing for research in American economic history, and ten- 
ders its hearty codperation in the same as opportunity 
may arise. 


It took some time for the Department of Economics 
and Sociology to get into thorough working order. A 
great deal of labor was performed in outlining the work 
and in considering the various difficulties and methods 
connected therewith, for all the great departments of 
economic history have not been worked out extensively ; 
only fragmentary historical features and statistical data 
are at the command of economists and historians. 

The idea of this investigation for the purpose of ulti- 
mately preparing an economic history is to secure, wher- 
ever possible, original data that have never been publish- 
ed, and that will unfold and develop all the various lines 
undertaken. Each collaborator furnished a syllabus of his 
proposed work, and these syllabi gave ample proof of 
the complete understanding of the collaborators of the 
scope of the projected undertaking. It was felt by all 
that the work should go beyond mere history, and 
should recognize the sociological results of economic 
development. It is appropriate that the historians of 
the country should not only take an interested part in 
this great work, but should be consulted with reference 
to original matter and the general construction of the 
history, although, in the main, it must necessarily be 
an economic work. 

In this connection it may be of interest to you all to 
know that the collaborators have decided—and this 
plan has been approved by the Executive Committee of 
the Institution—that publications based upon the mate- 
rial collected under the direction of the Department of 
Economics and Sociology shall be permitted, suitable 
acknowledgment of such privilege being made, of 





166 American Economic Association [396 


course. Such a plan will enable the investigators en- 
gaged in the work of original research to use the mate- 
rial collected by them in the preparation of monographs, 
memoirs, or theses, which, if their work proves satisfac- 
tory, they will be allowed to publish in such form or in 
such way as may be deemed advisable or agreeable to 
them, always reserving the right to the Carnegie Insti- 
tution to use any or all of the original material in the 
construction of the final work of the history. 

The question may now be asked with propriety: Of 
what is this great work to consist? The syllabi of the 
various collaborators fully answer this question, and at 
the expense of some dry details the general features out- 
lined by the different collaborators must be given: 


1.—FPopulation and Immigration. 


Under population there will be a study of the growth 
of population as a whole and in the various parts of the 


country since 1790, with such data and general facts as 
to the routes and tendency of the growth of population 
as may be obtained during the colonial period. This 
study, of course, involves that of urban and rural popu- 
lation, and the composition of the population at differ- 
ent periods and in different regions, with especial 
reference to the proportion of persons of money-earning 
age. There will also be included under this head care- 
ful studies of specific populations, like the Indian, Mon- 
golian, and the negro; the progress of elementary edu- 
cation, as shown by population statistics; an analysis 
of the occupations under which the population subsists, 
and, of course, vital statistics of the population. The 
tenure of homes and various other economic and socio- 
logical elements pertaining to the whole general move- 
ment of population will be covered. 
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Under population immigration finds its natural classi- 
fication, but this will be extended to an analysis of the mi- 
gration of native population ; the growth of facilities for 
trans-oceanic migration ; the effect of State and Federal 
legislation upon immigration, and the vexed question of 
the influence of immigration upon the increase of popu- 
lation, upon the laboring classes, upon the labor union, 
and upon socialistic movements, while the special ques- 
tions of German, Irish, English, and all other racial 
features of immigration will be comprehended under the 
general title of “‘ population and immigration.” 


2.—History and Status of the Economic and Social Re- 
lations of the Agricultural Industry of the United 
States. 


Nothing can be more important than the history and 
growth of agriculture, the basic industry of our country, 


and the whole subject will be dealt with on a very gen- 
eral basis adequate toit. Under this head will be treated 
the development of agriculture as a self-sustaining in- 
dustry ; the development of a commercial agriculture ; 
the division of labor; large versus small farms; the eco- 
nomics of agricultural machinery; the pliabiiity and 
complexity of the business; the relation of agriculture 
to capitalistic organization, to the labor propaganda and 
to other industries. The agricultural geography of the 
United States will comprehend soil, climate, weather, 
fertility, natural enemies to agriculture, etc. 

Under the agricultural market, facts will be secured as 
to the nature and description of markets, prices, mech- 
anism of the agricultural market, and its development. 
The whole subject of the transportation of agricultural 
products, farm management, etc., will receive careful 
and exhaustive attention, while specific leading agricul- 
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tural industries will form a valuable chapter of the work. 
The political relations of the agricultural industry—that 
is, the laws and land policy of the United States—and 
the relation of agriculture to tariff laws, financial legis- 
lation, taxation, etc., and the whole subject of govern- 
ment aid will be discussed. 

Under the title of “ Agricultural Population,” the his- 
tory will consider the movements necessary for the set- 
tlement of the country ; social condition ; modern means 
of communication ; social status of the agricultural la- 
borer; the education of rural people; the rural church ; 
farmers’ organizations ; and many other features which 
must necessarily be the subject of original inquiry. 


3.—History of the Development of the Mining Industry. 


This history will cover the period from the earliest 
operations in mining to the present time, comprehend- 
ing statistics, chronology of events, the application of 
mechanical appliances, the effect of labor-saving machin- 
ery on the development of mining industries, a general 
treatment of all the various improvements in smelting 
and refining, and a description of mineral products in 
detail. 

As an instance of what may be expected in treating 
mechanical appliances in different branches of the min- 
ing industry all the devices applicable to the several 
classes of mining will be comprehended. ‘Those inside 
the mines cover compressed air, steam and electric drills 
and pumps, mechanical haulage, drainage, hoisting and 
winding machinery; the evolution from man or horse 
power to water, steam, compressed air, oil and gas en- 
gines, and finally to electricity. All the devices that 
are used above ground will in the same way receive 
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attention in relation to their influence on the economic 
development of mining. 

Under this general subject mineral fertilizers, chemi- 
cal minerals, building material, rare earths, new ele- 
ments, and all other mineral substances will receive full 
and proper attention. 


4.—Manu/factures. 


The treatment of manufactures will cover the condi- 
tions and progress of mechanical and manufacturing in- 
dustries in the several colonies during the period prior 
to the American Revolution, with an account of the in- 
dustries transplanted from Europe and the industries 
indigenous to this country ; the legislation of the British 
Parliament and regulations of the British Board of 
Trade antagonistic to the development of manufactures 


in this country ; the genesis, administration, and effects 


of the enactments of the several colonies for the purpose 
of developing home industry; the incentive to manu- 
facturing enterprise, and the comparative consumption 
of domestic and foreign manufactures during the 
Revolution. 

As a cognate subject in close relation to the develop- 
ment of manufactures, the collaborator in charge of this 
division will treat of the natural resources of the coun- 
try and their development, as shown by agricultural 
resources, reciprocal relation of agriculture and manu- 
factures, mineral resources, forests, and fisheries, while 
national characteristics, in their economic influence on 
manufactures, will receive full attention. 

Of course, under manufactures there will be a careful 
investigation relative to the utilization of power, the 
relation of wars to the development of American manu- 
factures, the development of the factory system, the in- 
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fluence of legislation, labor conditions, transportation 
facilities, the different forms of capital, the economic 
relation of patents to the development of American 
manufactures, the localization of industries, and the in 
fluence of panics and depressions. There will also be a 
series of studies relating to special industries, compre- 
hending the great industries that really make our coun- 
try a manufacturing nation. 


5.—History of Transportation in the United States. 


The chronological history of transportation will deal 
with primitive conditions, the era of canals and railway 
origins, the growth of different systems and of through 
traffic, State and national regulations, railway rates, 
consolidation, railway finance, railway operation, sys- 
tems of public control, railway labor, electric and rapid 
transit, lake transportation, etc. All these studies will 
be dealt with by periods and proper groupings, and in a 
way to make the history of transportation clear, contin- 
uous, and comprehensive. 


6.—Domestic and Foreign Commerce. 


The economic influence of domestic and foreign com- 
merce on the development of the country will be shown 
through a history of the American merchant marine 
from its beginning to the present, including maritime 
legislation ; a study of ocean transportation; a history 
of American foreign trade during the colonial and con- 
stitutional periods of the trade areas of the world at 
different periods of American history, and of the com- 
merce between the areas in America and those in other 
parts of the world. 

This history will also show the organization and 
administration of commerce, including the internal 
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organization and management of international trade, 
and the relation of the Federal, State, and municipal 
governments to commerce. 

Subsidiary to this general history there will be a 
treatment of the organization and activities of the con- 
sular service of the United States; of American coast- 
wise commerce, its history, legislation relating to it, 
and routes and lines of vessels; and of American fisher- 
ies since the beginning of the seventeenth century. 


7-—Money and Banking. 


In the history of money and banking emphasis will 
be laid upon the use of monetary media and credit in- 
stitutions as factors in the development of industry and 
commerce. Hitherto this aspect of money and banking 
has been neglected. Metallic money has been consid- 
ered chiefly with regard to its serviceability as a stand- 


ard of value, the issue of treasury notes has been treated 
as a branch of finance, and banking institutions have 
been studied as corporations abusing the privilege of 
note issue, and consequently requiring public control. 
Not only is it necessary to weave together the several 
histories which have already been published dealing 
with the subjects of coinage, treasury notes, and banks, 
but it is highly desirable that investigation be made of the 
influence of these monetary tools and instruments upon 
the economic life of the people and the way in which 
they have contributed to its social welfare. 

From the standpoint of an economic history of the 
people of the United States, the subject of coinage should 
be sharply detached from other topics, as banking and 
paper money. We have as yet no one history which 
treats, within a single compass, of the experience of the 
United States with the several varieties of monetary and 
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credit agencies and instruments. There is a necessity 
for supplementing the political aspects of banking by 
studies of the daily work of the bank in normal indus- 
trial life, and of considering the relation of banking 
capital, deposits, and loans to the population. 

The distribution of banking institutions in different 
sections of the United States, including national, state, 
private banks, trust companies, and savings banks, in 
their relation to the increase of population and to the 
growth of different industries, as agriculture, manufac- 
turing, commerce, railway development, etc., requires 
investigation. So many other things, like the ratio of 
capital and circulation to the various elements of the 
population ; the amount of loans and deposits ; the re- 
lation of currency to crop gathering ; the cost of bank- 
ing; the earnings of banks; a history of the rate of 
interest, of clearing-house institutions, of trust com- 


panies, of savings banks, of the increased use of checks, 
private and certified, will receive full and careful atten- 
tion as movements or elements of economic develop- 


ment. 
8.—TZhe Labor Movement. 


That part of the economic history devoted to the 
labor movement will treat of the elements or phases of 
trade unions, including their history, development, con- 
stitutions, methods, membership, etc. It will also com- 
prehend a topical aualysis of all labor laws of the United 
States and the decisions of the courts interpreting them. 
Of course the whole range of subjects under strikes, 
lockouts, injunctions, conspiracy, boycotts, intimidations, 
will be given full historical treatment. The subject of 
employers’ liability, compensation for accidents, work- 
ingmen’s insurance, and relief funds, under whatever 
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form they are constituted, including provident associa- 
tions, pensions, etc., etc., will receive attention. 

The rights of labor under common and statute law, 
the hours of labor, wages, cost of living, women’s work, 
child labor, prison labor, the regulation and restriction 
of output, the history and development of conciliation 
and arbitration, profit-sharing, codperation, stock distri- 
bution, housing conditions, sanitary improvements, bet- 
terments, etc., and, in fact, all those points which make 
up the great labor question of the day will receive full 
and adequate treatment. 


9.—l/ndustrial Organization. 


Under this title there will be a brief study of busi- 
ness organizations in Europe during the period of Amer- 
ican colonization, with the purpose of showing the 
sources of similar institutions in America and the 
changes which their transference to the new world has 
brought about. The subject will also comprehend the 
development of business, law, and organization in the 
colonies, taking up such important subjects as partner- 
ships, road companies, laws affecting business organiza- 
tion of all kinds; and this, of course, will lead to the 
study of the development of business, law, and organi- 
zation during the national period, including the influ- 
ence of the post-office, the telegraph and telephone, 
canals, turnpikes, railroads, etc., as well as the effect on 
business organization of certain political changes and 
the direct interference by the State in industry, as ex- 
emplified by special grants to corporations, especially in 
the earlier stages of their develoyment, and the gradual 
substitution of general laws; the interference of 
national, state, and local governments in industrial 
affairs in the state itself undertaking certain business 
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functions. Naturally, this branch of the economic his- 
tory will deal with certain periods of speculation and 
industrial depression. Of course, modern industrial 
combinations or trusts will be treated as to their origim 
development, and the various legal forms of the manu- 
facturing combinations, with full reasons for their 
adoption, and naturally also, the effect of these combi- 
nations upon prices, wages, etc., as well as their influ- 
ence upon financiering, banks, trust companies, insur- 
ance companies, etc. These studies will be made by 
States or groups of States under similar industrial condi- 
tions, and will be followed by a close study of federal 
partnerships, corporations, combinations, etc., and the 
effect of such legislation. All these studies can be very 
readily grouped topically so that such monographs may 
be written on the various subjects in connection with 
the growth of business organizations. 


10.— Social Legislation of the United States. 


The economic history of a country deals with the 
people who inhabit it and with their environment. The 
latter includes, on the one hand, the physical or mate- 
rial, and on the other, the legal or institutional, sur- 
roundings under the influence of which the population 
lives. Of the great body of law of a people, the larger 
part affects at best indirectly and remotely its economic 
and social life, and it is clear that in a modern demo- 
cratic country like the United States the social struc- 
ture is based almost entirely upon economic functions 
rather than upon race, birth, religion, or military rank. 
We have employers and employed, landlords and ten- 
ants, farmers and manufacturers, merchants and carriers. 
Each of these groups has, for the time being, interests 
which may come into conflict with those of other groups, 
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and we have laws designed to regulate the relations of 
one group to another, and thus to affect the structure of 
society. This is a vast subject, for the aim of social 
legislation to regulate directly or indirectly all the 
various interests, with the view of ultimately influenc- 
ing the distribution of the product and the burden of 
production, is a vital matter. 

Under social legislation there will be treated the 
status of the laborer, conditions of labor, disputes under 
the labor contract, risks of labor, and self-help, while 
the land policy of the government, homestead and ex- 
emption laws, protection of urban tenants, the encour- 
agement of savings, the protection of the borrower, and 
other equally important features will be studied, and 
wherever necessary, made the subject of original 
research. 

11.—Federal and State Finance. 


Much work has been done on various aspects of 
national finance, and the subject, as a whole, has recently 
been ably treated. Considerable has also been done in 
the field of colonial finance. Very little attention, how- 
ever, has been paid to State and local finance since 1789. 
The attempt will be made in this study to present a 
view of the different aspects of our financial history, 
national, state, and local, since 1789, as a whole. To 
accomplish this it will be necessary to institute original 
investigations in almost every State. 

The plan includes an account of the relation between 
the development of revenue systems and of the growth 
and character of public expenditures on the one hand, 
and the character of the political system and the devel- 
opment of social and economic conditions on the other. 
There will also be a discussion of the working of the 
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more important forms of taxation, while the financial 
aspects of internal improvements and of public lands, 
the history of public borrowing, and the development 
of financial administration will receive careful attention. 


Bibliography of Economic Works. 


The committee in charge of this branch of our work 
propose to arrange a bibliography which shall be of 
practical and positive service to students. It will not 
be, as most bibliographies are, simply a list of titles, 
but will be descriptive and point out the particular value 
or scope of each work, so that a student will know by 
examining the bibliography just what he desires for his 
especial needs. 

The foregoing outline, which is very brief compared 
with the full syllabi furnished by the collaborators, 
must suffice as a general indication of the scope and 
character of the proposed economic history of the United 
States. To give the syllabi in full would expand this 
paper to such a degree that it could not be presented on 
this occasion ; nor would the full statement enable the 
members of these associations to discuss the whole pro- 
ject so well as does the condensation given. 

You have undoubtedly noticed, as I have discussed 
the general features under each of the divisions of the 
history, that there is apparently, and perhaps really, 
some overlapping of work; that in the divisions of 
manufactures, transportation, industrial organization, 
social organization, and perhaps the labor movement, 
there are features in common. All these matters are 
clearly understood by the collaborators, and wherever it 
is found that one’ has collected material that would be 
useful to another, exchanges will be made, while con- 
ferences will be held from time to time in order to 
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secure uniformity and continuity of presentation with- 
out repetition. Of course, for the purpose of illustra- 
tion, the facts given in one part of the work may be 
used in another part, but to this there is no great 
objection. 

The great fault of collaborated works is well known. 
Each part has an individuality distinct from every other 
part, while the manner and method of treatment often 
vary throughout. The aim will be, through confer- 
ences of collaborators and of the heads of different 
divisions, whenever necessary, to avoid this weakness of 


collaborated works. 

At the present time about seventy-five men, working 
under competent supervision, are employed in this 
undertaking, and the prospect is that another year 
there will be double this number at work. The progress 
up to the present time has been gratifying in large de- 
gree. The real work has been under way only a few 


months, but that practically indicates the positive suc- 
cess of the undertaking. 

The size of the work cannot be foretold. It will be 
kept within all reasonable bounds, but nothing of value 
will be sacrified for the sake of producing a brief work. 
It may consist of eight, or ten, or twelve, or more vol- 
umes, and it will be printed and published as rapidly as 
the parts are completed. You can readily understand, 
however, that so comprehensive a work will require 
several years in order to perfect it and bring it before 
the public. 

The opportunity for graduate students to engage in 
original research is offered as apart of our plan. These 
young men will be given an experience of the utmost 
value in their trainiug and development. They will 


secure some standing by their connection with this work. 
I2 
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So wherever college and university professors find in 
their groups a graduate student who is not only capable 
of undertaking but willing to undertake work in collect- 
ing materials for an economic history, information of 
that fact will be thankfully received. 

Members of the American Economic Association un- 
derstand quite fully what has been done and what is 
being done. They are interested not only in the eco- 
nomic point of view, but also in the historic elements 
of the work under consideration. Members of the His- 
torical Association are also interested in economic 
branches of history, and the historian recognizes, better 
perhaps than our collaborators, the deficiencies in cer- 
tain fields of any work on history. Their assistance, 
therefore, in filling these gaps and in suggesting topics 
which need special study would be of great importance 
in prosecuting our work. Historians and economists 
must be interested in everything that relates to history, 
and in everything and in every undertaking that will 
result in the contribution of original materials to those 
already in existence ; for it should be remembered that 
the real important work of the Department of Econom- 
ics and Sociology of the Carnegie Institution is a great 
collection of materials which will be available for the 
historian if any one desires to write a uniform history, 
for in order to be a history the work will requirea unity 
of thought which only single authorship can give. 

It must not be understood for a moment that there is 
to be no more historical work in these several fields I 
have outlined, after our collaborators have finished, or 
that all that is necessary to be done in these several de- 
partments will be done. The questions may be asked : 
Is it necessary now for historical students to give any 
more consideration to the subject of the land grants or 
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to certain branches of work like surplus revenue ? (which, 
perhaps need not be worked over again); or, Will the 
specific topics of our department be exhausted? We 
realize fully that we are not going to cover the ground 
in a thoroughly exhaustive way, and that much must 
be left not only for the historian, but for;the economist. 
We do intend to place the largest possible collection of 
materials in the hands of both, treating these materials 
we collect from the economic point of view—that is the 
public welfare. This is our fundamental thesis ; this 
constitutes the difference between the historian as such 
and the economist, who uses history as an adjunct. 

We have appealed to the members of the Economic 
Association, and they have answered that appeal most 
generously. We have reached that stage of our work 
when we are warranted in saying that the collection of 
materials will be carried out, and }when we can logically 
and consistently appeal to the interest of the members 
of the American Historical Association to be joined to 
that of the American Economic Association as essential 
to make this great work—projected and paid for by the 
Carnegie Institution of Washington—a monumental 
work—the basis from which an economic history of the 
United States may be drawn, and which shall be of the 
greatest possible service to students both of economics 
and of history. 





DISCUSSION 


ON AN ECONOMIC HISTORY OF THE UNITED STATES 


JoHN B. MCMASTER: Those of us who have special 
interest in the history of our own country must surely 
have been impressed with the extraordinary activity in 
that field during the last few years, and we must have 
also been impressed with the change in the manner of 


treatment. 

We have come to the co-operative period. Of course 
there is nothing new in that idea, as it has been tried 
many times in our own country. Spark’s American Bi- 
ography is perhaps the best of earlier attempts at co-op- 
erative work. Ina later period the American Men of 
Letters Series, the American Commonwealth Series, and 
the American Statesmen Series afford other examples ; 
but it has been reserved for our time to attempt to treat 
our history in this way, and we have now in course of 
publication four series of co-operative American His- 
tory, and we have also the work Mr. Wright has outlined 
to-night. 

The difference between them is one on which I wish 
to say a few words. If you take such a history of the 
United States as that now being published under the 
editorship of Professor Hart, you have in general a sort 
of relay treatment. One author takes up the story where 
another lays it down and it is carried on in that way. 

In the work which Mr. Wright has outlined for us, 
the manner of treatment is entirely different. Instead 
of the first author beginning with the discovery of the 
country and going on to a certain period where another 
takes it up, each of them will have to go back to the be- 
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ginning for his foundation and come down to about the 
present time. So that, if there are eight books or twelve 
books, instead of having twelve pieces of continuous 
narrative, we shall have twelve parallel treatments of 
our history. May such a work be considered an eco- 
nomic history? I think not, for it is only by reading 
each one of them that we can acquire the information 
necessary to write an economic history. To take a sin- 
gle illustration: you recall that when the War of the 
Revolution ended, our country, from an economic point 
of view, was in a state of complete chaos. We had no 
treaty of commerce with England nor with Spain, whose 
possessions surrounded us on three sides and whose 
islands lay off our door. There were thirteen states, 
each one of them regulating its foreign trade with its 
neighbor in itsown way. Each state issued its own paper 
money and made it legal tender, and when it thought 
fit, backed it up with force acts. Manufactures had 
scarcely passed beyond the household stage. Mining 
was a small industry. Agriculture was primitive, and 
agricultural implements crude. Means of transporta- 
tion on land were of the poorest kind. Roads were bad, 
and the great rivers unbridged. In all the country there 
were only two state banks. 

Now, without going into the details of the economic 
condition, those facts caused a certain amount of dis- 
tress, which produced two results of interest to the gen- 
eral historian. 

In the first place, they drove the people from the sea- 
board into the Mohawk Valley, and over the mountains 
to Kentucky and Tennessee. In the second place, they 
caused the dire distress which made our Constitution 
just as much a necessity from an economic as from a 
political point of view. That is shown by the instru- 
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ment itself. Why has Congress sole power to coin 
money? Because of the misery produced when each of 
the thirteen states issued paper money. Why may not 
a state make anything but gold and silver legal tender? 
Because they had made other things legal tender. Why 
should the Constitution require all laws to be uniform 
throughout the United States? Because when those 
laws were not uniform the condition of interstate trade 
was practically 

Now, will it be possible in covering this period, say, 
from 1783 to 1790, in a number of books treating the 
subject separately in the manner outlined to-night, pop- 
ulation, finance, money, coinage, banking, for authors 
having these subjects in charge to treat them in such 
way as will set forth the conditions which led to the 
framing of our Constitution or the western movement of 
population? Will the general reader get from them, 
even taken together, such a cross-section as will give 
him the economic condition of the life of the people at 
that period ? 

That, it seems to me, can best be done by some one 
who, when the books are written, will use them for the 
purpose of writing a one-volume economic history, a 
work that ought to be in the hands of every American 
citizen at the moment. 


CHARLES H. Hui: As Mr. Ashley told us, five years 
ago,' historians in all eras seem to have turned their at- 
tention by preference to those subjects in the past which 
chiefly interested them in the present. This is illus- 
trated by the chroniclers of the age of chivalry, the ecclesi- 
astical historians during the wars of religion, and the 


1Annual Report of the American Historical Association for 1899, 
vol. I, pp. 16-17; printed in full in Ashley’s Surveys, Historic and 
Economic, pp. 22-30. 
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political historians of the nineteenth century, whose per- 
formances alone are allowed, by certain disputatious doc- 
tors of our modern scholasticism, to be “ history proper.” 

But Mr. Ashley went on to show that the increasing 
pressure of industrial problems in the age in which we 
live,—this era of capitalistic industries and world mar- 
kets,—must produce in its turn, was indeed already pro- 
ducing its appropriate growth of economic historians, a 
Beloch, a Levasseur, a Webb—modesty forbade him to 
add, an Ashley. 

Economic history, then, is by no means something 
opposed to “history proper.” It is, on the contrary, the 
proper history for our age. If not exactly heir appar- 
ent, it stands, at least, in the legitimate line of histori- 
cal succession. It may claim good right to enter into 
the hard-won heritage of the historian’s experience. 

Now that experience, of a sort pertinent to the Carne- 
gie Institution’s undertaking, is by no means inconsid- 
erable. In the field of political history alone, there have 
been numerous cooperative undertakings, and not a few 
of them have enjoyed substantial financial support. 
These, like other books, have had their fates, some of 
usefulness and some of futility. But among students of 
political history there would be, I suppose, a fairly gen- 
eral agreement updh one thing at least. All in all, 
those codperative undertakings have proved most suc- 
cessful whose managers, refusing to attempt a popular 
narrative adorned with premature generalizations, have 
bent their energies chiefly to making available histori- 
cal documents, wisely chosen and competently edited. 

The lesson of European experience seems to be clear 
and conclusive upon this point. The German “ Monu- 
menta,” the French “ Documents inédits,” the British 
“Chronicles and Memorials,” are concurring witnesses, 
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upon one side ; the series of Heeren, of Oncken, of La- 
visse and Rambaud, on the other. Even the volumes 
now appearing with the posthumous sanction of the 
prodigious Lord Acton seem unlikely to reverse the 
verdict. 

American experience is to the same effect. Mr. Hu- 
bert Howe Bancroft’s decision not to publish the best of 
his fifteen or twenty thousand documents, but to give us, 
instead, the opinions concerning them all formed by 
his industrious corps of clerks, has been matter of gen- 
eral regret. Who does not turn ten times to the critical 
portions of Justin Winsor’s “ History,” undiscriminating 
though they sometimes be, for once that he refers to its 
narrative parts? 

Or, to bring the matter still closer home, why did the 
American Historical Association reject the proposal 
that it issue a comprehensive history of the United 
States in half a hundred octaves, more or less? Was it 
for lack of intrinsic merit in the scheme, or merely be- 
cause, in the opinion of the Association’s most experi- 
enced members, the personal and financial resources at 
command would be better employed in supporting a 
Historical Manuscripts Commission and a Commission 
on Public Archives ? 

If, then, we may judge from the experience of politi- 
cal historians, it appears that Colonel Wright and his 
colleagues can wisely employ the personal and financial 
resources at their command in collecting the sources of 
our economic history, in calendaring them, in publish- 
ing them, in making them available. 

If such is the lesson of experience in political history, 
the peculiarities of economic history serve but to em- 
phasize its import. The relative superficiality, and the 
absolute cocksureness of most of our American economic 
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history, cannot be attributed solely to the newness of 
the discipline, or even to the theoretical prepossessions 
of its devotees. In part, at least, the difficulty must be 
sought elsewhere. Compared with our ecclesiastical 
history, or especially with our political history, the 
sources of our economic history are inaccessible. Those 
social activities whose organs are church and state have 
long been the subjects of a public interest recognized as 
legitimate. Records of their operations are comprehen- 
sive and continuous, and the public has an acknowl- 
edged right of access to them—if not at once, then after 
a discreet period. 

Those social activities, on the other hand, whose 
characteristic organs have been the business firm and 
the business corporation have guarded their records 
with extreme jealousy. Even after the lapse of gener- 
ations there is still no presumptive right of public, or 
even of scientific access to these. It is notorious that 
the facts as to Standard Oil or Amalgamated Copper are 
hard to come at. But how much more accessible are 
the historical documents concerning the American 
China trade or George Smith’s money? One of the 
most serious obstacles to the private study of American 
economic history is the inaccessibility of the documents. 
The wide connections, actual and potential, of the Car- 
negie Institution, its wealth, its prestige, seem to fit it 
especially to overcome these difficulties. And until 
they are measurably ovezcome, no thoroughly creditable 
economic history of the United States can be written by 
anybody. 

But can any collection of sources, however valuable 
for specialists, satisfy the needs of the general reader, 
of the intelligent lawyer, or of the business man, who 
might have enjoyed the independence and vigor of Gen- 
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eral Walker’s projected volume of lectures, had Walker 
only lived to publish them? Certainly not. The gen- 
eral reader, however, is not the person for whom the 
Carnegie Institution was designed. His needs will be 
otherwise catered to. His name is legion, and precisely 
on that account the commercial publisher (with the dis- 
interested assistance of the semi-commercial author) 
may be trusted to look out for him. For example, 
there are now under way two political histories of the 
United States, one of them based ostensibly, and the 
other based, as it appears, in fact, though not in name, 
upon the plan properly rejected by the American His- 
torical Association. 

Given the materials, that is to say, given the docu- 
ments, and we shall not have to wait long for several 
popular economic histories of manageable size, which 
may be safely left to the salutary workings of the strug- 
gle for survival.’ 


Jacosp H. HOLLANDER: The possible interest and 
value to the American political economist of an eco- 
nomic history of the United States, of the plan and 


1In justice to the courtesy of his intentions towards Colonel 
Wright, Mr. Hull asks the privilege of printing what he had written 
as a closing paragraph, but was prevented by the time limit from 
actually saying in the discussion: ‘‘I have been emboldened, Mr. 
Chairman, to speak thus plainly upon this matter because Colonel 
Wright’s paper has assured us, repeatedly and with emphasis, that 
‘ the real and important work of the Department of Economics and 
Sociology of the Carnegie Institution is to place the largest possible 
collection of materials in the hands of both’ the economist and 
the historian. Those, sir, are welcome words. The members of the 
Historical Association, I feel sure, will be glad to know that, although 
the plans of this monumental historical undertaking were shaped in 
consultation with gentlemen whose professed interests are in eco- 
nomics rather than in history, nevertheless interpretation of the facts 
of our economic history will be deferred, in part at least, until after 
the ascertainment of them.’’ 
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scope described by Colonel Wright, is obviously three- 
fold. In the first place, it promises an addition or cor- 
rection to the historical background of economic inter- 
pretation. Inthesecond place, it undertakes. to describe 
analytically and systematically the complexities of 
modern industrial life. In the third place, in under- 
taking to trace economic development and to picture 
economic status, it suggests new bases from which eco- 
nomic uniformities are ultimately to be induced and by 
which they are to be verified. 

Of these three possible results the third can be easily 
dismissed. In the sense that any recital of past eco- 
nomic experience, any synthesis of actual economic 
conditions, is grist to his mill, the theoretical economist, 
bent upon the immediate formulation of economic 
hypotheses, will welcome a comprehensive economic 
history of the United States as he would a similar work 
dealing with Germany or Afghanistan. 

Similarily, short shrift may be meted the first possi- 
ble result. The mutual relation of economic history 
and economic theory is no new theme to this company. 
To this sustained dialectic I shall venture no further 
contribution. Whatever advantage, in the nature of 
precision of thought and economy of effort, attend the 
solemn partition of ‘an undiscovered country must long 
since have been attained. Further debate suggests the 
waste of scholastic controversy, barren in result and 
mischievous in the suspension of further investigation 
in the blunting of mental acumen and in the diminution 
of publicrespect. I shall merely venture this platitude: 
If the writing of economic history is of any good to any- 
body, then the more and the better it be written the 
greater the cause for rejoicing. 

It is to be the second of the three possible aims of the 
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proposed work—the description of actual economic con- 
ditions in the United States, that attention may be more 
properly turned—not so much to criticize what is pro- 
jected as to emphasize the desirability of according it 
larger place. 

There will be no serious dissent from the statement 
that economic investigation in the United States, 
although pursued with unexampled activity, has been 
in the last twenty years almost exclusively historical or 
institutional on the one hand and local or extensive on 
the other. Of extensive economic investigation, eco- 
nomic description in the proper sense of the term, little 
has been attempted and less achieved. The historical 
evolution of economic institutions, as recorded in more 
or less accessible records, the functional activity of 
economic organizations as displayed in limited areas, 
these have defined the scientific activity of the ordinary 
economist. Of the comprehensive study of the struc- 
ture and functions of any actual part of the economic 
organism, we have had in frequent examples. 

In the field of local finance, for example, we have 
had, on the one hand, faithful historical studies of the 
finances of particular states and cities and of particular 
fiscal institutions, and on the other hand we have been 
given intelligent analyses of the present financial status 
of specific localities. But the investigator has probably 
not yet attempted—understand I do not say completed— 
an exhaustive study of local finance in the United 
States, in the spirit in which we may conceive the 
chemist or the physicist approaching a like problem. 
Similarily the institutional history of the negro in cer- 
tain States has been traced and his present status in 
certain limited localities has been described. But the 





419] Discussion on an Economic History of the U.S. 189 


larger subject—the negro in the United States—taken 
in its scientific entirety is still untouched. 

Turn where we will, a similar condition prevails. 
Railroad transportation, trade unionism, taxation, indus- 
trial combination, tariffs, as fields of investigations, 
have been approached only fragmentarily, historically 
or locally. Brought face to face with extensive subject 
matter, we have balked and solaced our souls in the 
thought that comprehensive study of any important 
economic institutions might properly be postponed until 
such number of detailed monographs dealing with 
specific aspects of the subject have been completed as 
will permit full exposition and safe generalization. 

Monographs have multiplied, doctoral dissertations 
have accumulated, and the progress of economic science, 
as judged by results, has been inadequate. ‘The experi- 
ence of twenty years seems to suggest that the prime 
usefulness of extensive economic studies is educational 
and local, and that variety of approach, distinctiveness 
of treatment, change of environment, are grave qualifi- 
cations, under existing conditions, of the value and cer- 
tainly of the economy of large reliance upon this mono- 
gtaphic method of economic investigation. 

The proposition which I venture to submit is that 
the time has now arrived, when, without any nec- 
essary cessation of historical and local studies, the eco- 
nomic investigator, and in particular, he in the United 
States, if he is to attain his highest scientific possibility, 
must adopt a larger mode of inquiry—a mode analogous 
to that employed by the natural sciences, and described 
as extensive, or descriptive, rather than intensive or 
historical. 

He must derive his subject matter not from past his- 
tory alone, nor from the present experience of restricted 
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localities, but he must observe and collect the phenom- 
ena under consideration from an area practically co-ex- 
tensive with their manifestations. He must interpret 
each group of facts in the light of the conditions pre- 
vailing in that particular place; and he must test the 
uniformities revealed by reference, as tentative hy- 
potheses, to conditions in still other localities. 

If he is attempting safe and useful generalizations he 
must consider, for example, the taxation of corpora- 
tions, not by one state, but by every state. He must 
study the structure and functions of trade unions, not 
with respect to a handful of labor organizations and 
a few convenient cities, but in the light of the policy 
and practice, declared an actual of every important na- 
tional labor union, as displayed in many representative 
localities. 

In a word, the bases of economic industries must here- 


after be, to a much greater degree than heretofore qual- 
itative data, amassed as deliberatively and laboriously 
as chemical and physical data are collected by the natu- 
ral scientist in his laboratory, and at least approximat- 
ing in comprehensiveness the quantitative material 
which the public statistician makes available with in- 


creasing efficiency. 

The successful conduct of economic investigation 
along the extensive or descriptive course thus outlined, 
involves certain requisites. 

The investigator must be able to command, in addi- 
tion to ordinary library apparatus, all primary docu- 
mentary material relative to his enquiry, whether it be 
as ephemeral as municipal reports and trade union jour- 
nals, or as unattainable by formal request as trade 
agreements and corporation records. Similarily, he 
must be able to publish the results of his investigations 
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in the precise form which scientific fidelity, or practical 
usefulness demands, without regard to their commercial 
attractiveness or to the limited resources of existing 
scientific agencies. 

It is with respect to field and experimental work, that 
the occasion for largest change exist. Extensive inves- 
tigation, as distinct from historical study and local en- 
quiry, must bear the same relation to political economy, 
that field work does to geology, and the clinic to medi- 
cine. The immediate environment should first be util- 
ized as an economic laboratory for the development of 
scientific spirit in economic study and sound method in 
economic research, and as the field from which bases or 
working hypotheses may be derived. Thereafter, the 
investigator must extend the range of his enquiry by 
visits to, and even residence in representative localities 
with a view to collecting wider and more varied data 
and to testing tentative conclusions. 

Such a procedure involves two essentials, leisure and 
resources. The investigator’s time and energy, if not 
entirely available for scientific inquiry, must certainly 
not be unduly absorbed by the routine engagements of 
the student or the teacher. 

With respect to resources, the investigator must be in 
command of funds sufficient to enable him to visit, and 
upon certain occasions temporarily to reside in repre- 
sentative localities for the purpose of gathering addi- 
tional evidence and of testing and verifying tentative 
conclusions. 

Here seems to lie the present prime usefulness of pri- 
vate endowment in economic research. The description 
of economic status rather than the narrative or economic 
development is the urgent need of economic study in 
the United States. 
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HENRY R. SEAGER: It would be highly ungracious 
for an economist to greet the splendid undertaking 
which Mr. Wright has described only with criticism. 
As he has indicated, it is really a work of economists, 
by economists, and for economists. But I take it the 
purpose of this discussion is less laudation of the enter- 
prise than suggestions as to how it may be made even 
more effective and to such suggestions I shall at once 
proceed. 

It seems to me that the topical arrangement, which is 
the most characteristic feature of the investigation, is a 
necessary consequence of the nature of the undertaking. 
At the same time the principal suggestions which I 
wish to make grow out of the particular topical arrange- 
ment which has been adopted. One of the first requi- 
sites of a topical history of this sort is that the topics 
shall be exhaustive ; that no important part of the field 
shall be overlooked. I have gone over the syllabi of 
the eleven divisions rather carefully to make sure that 
every important part of economic history was provided 
for, and I have been able to detect only three omissions 
that seem to me of first-rate importance. 

The omission that has impressed me as especially re- 
grettable is that of what I may call “trade.” You will 
remember that the topics succeed each other in the fol- 
lowing order: (1), the population of the country; then, 
not the natural resources of the country which an out- 
and-out economist would probably slip in, but the more 
important industries that have been carried on in the 
country; (2), agriculture and forestry; (3), mining; 
(4), manufacturing; (5), transportation ; (6), domestic 
and foreign commerce, and (7), money and banking. I 
thought at first that transportation included all trans- 
fers of goods, the mechanical side of trade, and that 
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domestic and foreign commerce included what I have in 
mind when I use the term “trade.” But the syllabi 
of these two divisions do not bear out this idea. The 
classification seems to be rather that between internal 
transportation by means of railroads and canals and for- 
eign transportation. I find no mention in the sylla- 
buses of these divisions of such important topics as 
changes in the methods of retail trade (e.g., the devel- 
opment from the corner grocery, where everything is to 
be had, to the specialized city shop and finally to the 
city department store, where again everything is to be 
had), or changes in the methods of handling staple pro- 
ducts culminating in the modern produce exchange, or 
of the even more important development in connection 
with trade in securities which has resulted in the great 
modern stock exchange. In my opinion the subject of 
trade is more important than many of those which are 
given separate treatment in special divisions and the 
first suggestion that I should like to make is that an 
additional division be put in dealing with trade; that 
is, with the people whose business it is to buy to sell 
again, retail merchants, wholesale merchants, jobbers 
and brokers. 

The second and third omissions that I have noted are 
of special topics. After the great industries have been 
dealt with, the later divisions, as the work is outlined, 
take up four important special topics—the labor problem, 
industrial organization, social legislation, and federal and 
state finance. Special topics of this kind might be multi- 
plied almost indefinitely. We all havespecial problems 
in which we are interested and tothe study of which we 
should like to have the resources of the institution 
directed. It seems to me, however, that there are two 
topics that are not included that are of first-rate impor- 

13 
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tance and that ought to be considered. The first one is 
the question of protection—the influence of protection 
upon the development of our national industries. This 
is a question which has received all too little scientific 
treatment in the United States probably because it has 
been all too much in politics. When one considers the 
importance of the tariff question to this country, either 
because the tariff has not done us any good and has dis- 
tracted our attention from other things, or, if one be- 
lieves so, because the tariff has done a great deal of 
good—when one considers this importance, it is really 
astonishing how little progress we have made towards 
measuring the actual results that have followed differ- 
ent tariff laws. It seems to me that the Carnegie Insti- 
tution might advantageously foster the impartial 
consideration of the economic consequences of successive 
tariffs. 

The other subject which it seems to me ought to re- 
ceive special consideration is our patent policy and its 
results. Our patent policy is referred to in the division 
on manufactures probably because most patented arti- 
cles must be manufactured. From the point of view of 
industrial history, however, the importance of our 
patent policy is in connection with its influence in fos- 
tering our industrial development. Since our dominant 
industry has been and still is agriculture, if the patent 
system is to be treated under any one of these special 
divisions it seems to me to be more appropriate under 
the head of agricultural industry. There is where it 
has had the most influence, but obviously it has influ- 
enced every one of our industries. I think that the pa- 
tent policy is of sufficient importance to receive special 
consideration. 

The last suggestion which I wish to make touches a 
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point to which Mr. Wright has himself referred, that is, 
that this investigation as planned will not give us an 
economic history of the United States. It will give us 
simply a number of volumes treating of distinct topics. 
A clever writer has recently defined a magazine as a 
small body of literature completely surrounded by ad- 
vertisements. Looking over some of these syllabi 
one might infer that what is contemplated is a small 
body of description completely surrounded by statistics. 
If this investigation is to have the influence upon con- 
temporary thought which it ought to have, some one 
must verify the information presented with their flesh 
and blood, which distinguishes literature from dry-as- 
dust history. The query which I wish to raise in clos- 
ing is whether it would not be wise at the very outset 
to arrange for the preparation of a final volume or two 
volumes, to bear the same relation to the whole work as 
does the final volume of the report of a government 
cominission appointed to investigate a particular prob- 
lem? Such a volume or volumes should describe the 
development of the country as it has actually occurred ; 
that is, not topically but chronologically. It would 
make full use of all the facts collected in connection 
with the earlier volumes, but would have—what those 
earlier monographs, of course, cannot have —due regard 
to questions of emphasis, proportion and perspective. 
In such a final volume the important réle played by the 
trapper and hunter in our national history would be in- 
dicated instead of being lost sight of, as threatens to be 
the case in the workas planned. The great significance 
of free land and of our public land policy would be con- 
sidered, not from the narrow standpoint of one particular 
industry, but with reference to their influence on our 
whole industrial life. In the same way the relative im- 
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portance at successive periods of our principal industries 
would be brought out and not left to the imagination of 
the reader, as must be the case when each one of these 
branches is treated separately. Finally, in such a vol- 
ume, more attention would be given to the problem of 
literary presentation than seems probable in connection 
with many of the divisions as outlined. 

Of course there are objections to the appointment of 
an Official historian, as the writer of the proposed final 
volume would practically be, and yet I believe that the 
deliberate selection of some scholar equally versed in 
economics and in American history to do with the ma- 
terials to be published by the Institution what some 
self-constituted interpreter will do in any case, would be 
highly desirable. It would insure a more prompt com- 
pletion of the economic history we so much need, and, 
at the same time, give us a better history than we are 
likely to get in any other way. 


CARROLL D. WRIGHT: I want to thank the gentle- 
men for the kindly way in which they have discussed 
the project of the institution. I think I agree with 
every suggestion that has been made by the three gen- 
tlemen. As I stated near the close of my paper, our 
chief purpose is to furnish a body of material for the use 
of both historians and economists. We have, perhaps, 
been unfortunate in calling this an economic history, 
but it started out that way, and the child was so named. 
We have not felt quite like changing it, but I have been 
particular to guard that, and say that our chief pur- 
pose is the collection of material. Whether any one of 
us or all of us ever write a complete economic history 
of the United States is problematic. 

All the points that Professor Seager mentioned, except 
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the one relating to hunting and trade, I think, are cov- 
ered in our plans. 

I want to say one word about that department store 
topic. Now, the corner grocery was a department store, 
and these great stores down here on State street are 
just simply larger, that is all. The country store kept 
everything that the community wished to purchase. It 
was a department store on a very small scale, and from 
it a modern department store has taken its prestige. 

But I should like to have Professor Seager or any one 
point out any practical way by which you could get at 
the trade of the country. I have puzzled over it for 
thirty years, and I have attacked a great many gentle- 
men, and all I can ever get out of them is that they 
would like it. Now, a man who is to get the truth 
wants something more than a desire; he must have a 
working plan. When you trace a piece of cotton goods 
around and around through its various channels you 
have summed up a volume of trade that is not there. 
So if there is any one in this Economic or Historical 
Association that can project a plan by which we can 
get at, through any governmental or any other institu- 
tion, the trade of this country, as suggested by Professor 
Seager, he will do a vast service. We will try it, but I 
have never seen a plan on which it could conducted. 

I can assure the gentlemen of these two associations 
that the purpose of this department is to help the stu- 
dent, not the old man; we do not care much for him. 
He is past help, as a rule. But the young student, a 
student who is trying to solve some of the economic 
problems of his time, we hope to furnish with the ma- 
terials out of which he can construct his work. That 
is the object of the Carnegie Institution, to furnish ma- 
terial to aid the student, wherever he is, and in every 
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way that is possible to aid him with the money at its 
command. And it seems to me, recognizing every 
word that was stated by Doctor McMaster, Professor Hull 
and others on the historical side of it, there is need of 
material out of which may be constructed by somebody 
a continuous, harmonious and complete economic his- 
tory of the United States ; and if this little body of men 
can aid in securing that material and presenting it logi- 
cally so it can be useful and easily usable, it will have 
accomplished its chief purpose. 


F. W. Taussic: We agree that the Professor is 
right in his presentation, and I am sure we all wish 
success to The Economic History of the United States. 
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6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 75 


VOLUME VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 

2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 
4-5. Public Assistance of the Poor in France. By Emily G. Balch. Pp. 180. 
6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 


VOLUME IX, 1894 

No. Price in paper. 
Sixth Annual Meeting : Hand-Book and Report. Pp. 130. 50 

I-2, Progressive Taxation in Theory and Practice. By Edwin R. A. Seligman. 
Pp. 222. (Jn cloth $1.50). 1.00 
3. The Theory of Transportation. By Charles H. Cooley. Pp. 148. 75 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 55 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, A. 
T. Hadley, and J. G. Brooks. Pp. 94. 75 


‘VOLUME X, 1895 


Seventh Annual Meeting: Hand-Book and Report. Pp. 138. 50 
1-3. The Canadian Banking System, 1817-1890. By R. M Breckenridge. Pp. 476. 
(Zn cloth $2.50.) 1.50 

4. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. .75 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 
204. (/n cloth $2.00.) 1.25 


VOLUME XI, 1896 


1-3. Race Traits and Tendencies of the American Negro. By F.L. Hoffman. Pp. 

330. (1 cloth $2.00.) 1.25 

4. Appreciation and Interest. By Irving Fisher. Pp. rio. 75 

General Index to Volumes I-XI (1886-1896). 25 
(Supplied free to owners of sets upon application to the Secretary. ) 


Any volume in paper, $4.00; in cloth, $5.00 for a i volume, $4.00 for each 


additional volume ordered at the same time. Vol. XI, in paper, $2.00; in cloth, 


.50. 
Set of 11 volumes in cloth, with index, $41.00. 


*Numbers starred are sold only with the set ; but those double starred can be 
obtained in revised edition, issued by the Macmillan Co. 


NoTe.—During 1896-1899 the Association issued its publications in two series, 
viz.: the bi-monthly Economic Studies, and the ‘‘ new series”’ of larger mono- 
graphs printed at irregular intervals. In 1900 it reverted to the policy of issuing 
its monographs, now called the “third series ’’ of the publications, at regular quar- 
terly intervals. 





PUBLICATIONS OF THE AMERICAN ECONOMIC ASSOCIATION 


ECONOMIC STUDIES 


VOLUME I, 1896 
No. Price in paper, 
Eighth Annual Meeting : Hand-Book and " Jo 
1. The Theory of Economic Progress, by J. B. Clark ; The Uelation of Changes in 
the Volume-of the Currency to Prosperity, by F. A. Walker. Pp. 46. 
2. The Adjustment of Wages to Efficiency. three papers : Gain Sharing, by 


. Towne ; The Premium Plan, by F. A. Halsey ; A Piece-RateSystem, 
by F. W. Taylor. Pp. 83. 50 

3. The Populist Movement. By Frank L. McVey. Pp. 81. 0 

4. The Present Monetary Situation. By W. Lexis. Translated by John Cum- 


mings. Pp. 72. 
5-6. The Street Railway Problem in Cleveland. By W.R. Hopkins. Pp. 94. 


VOLUME II, 1897 


Ninth Annual Meeting: Hand-Book and Report. Pp. 162. 

- Economics and Jurisprudence. By Henry C. Adams. Pp. 48. 

. The Saloon Question in Chicago. By John E. George. Pp. 62. 

. The General Property Tax in California. By Carl C. Plehn. Pp. 88. 

. Area and Population of U. S. at Eleventh Census. By W. F. Willcox. Pp. 60. .50 

. A Discussion Concerning the Currencies of the British Plantations in America, 
etc. By William Douglass. Edited by C.J. Bullock. Pp. 118. 4 

. Density and Distribution of Population in U.S. at Eleventh Census. By W 
Willcox. Pp. 79. §0 7 


VOLUME III, 1898 


Tenth Annual Meeting: Hand-Book and Report. Pp. 136. 
. Government by Injunction. By William H. Dunbar. Pp. 44. 
. Economic Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 
. The Ohio Tax Inquisitor Law. By T. Ra arver. Pp. 50. 
. The American Federation of Labor. Morton A. Aldrich. Pp. 54. 
. Housing of the Working People in You! ers. Ernest L. Bogart. Pp. 82. 
. The State Purchase of Railways in Switerriend. By Horace Michelie 

lated by John Cummings. Pp. 72. 


VOLUME IV, 1899 


Eleventh Annual Meeting: Hand-Book and Report. Pp. 126 ee 

. I. Economics and Politics. By A.T. Hadley. II. Reporton Currency Reform. — 
III. Report on the Twelfth Census. Pp. 70. Je 

. Personal Competition. By Charles H. Cooley. Pp. 104. 

. Economics as a School Study. By Frederick R. Clow. Pp. 72. 

-5. The En nglish Income Tax. By J. A. Hill. Pp. 162. 

(and last).* The Effects of Recent Changes in Monetary 
Distribution of Wealth. By Francis S. Kinder. 2 

Price of the Economic Studies $2.50 per volume in paper, $3. oo in cloth, The ~ 

set of four volumes, in cloth, $10.00. 


NEW SERIES 


1. The Cotton Industry. By M. B. Hammond. Pp. 382. (/n cloth $2.00.) $1507 
2. Scope and Method of the Twelfth Census. Critical discussion by over y. 
statistical e . Pp. 525. (1 cloth $2.50.) 
Both volumes, i# cloth, $4.00. 








